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Just two hands and the compact Burroughs typing-computing keyboard 
spell faster posting, lower-cost posting, for any business. 


Cost Recerds Note how the typing and computing keyboards can be spanned by the 


9 operator’s hands, making it easy to switch from typing to computing and 


Stores Records 


Payroll 


General Ledger 


Accounts Receivable (Wheaswer thos pubimesr thy 


Accounts Payable Bu rroughs =e 


back again with no break in work rhythm. 

These same hands have far less to do on a Burroughs, because the machine 
does so much automatically! 

Let your Burroughs man show you how two hands can do more with this 
amazing machine. Call him today. Burroughs Corporation, Detroit 32, Mich. 














How to prepare for 


the CPA Examination 





TAS offers an intensive CPA Coaching Course which 
has produced outstanding results. It is available only 
to competent accountants qualified through training 
and experience to prepare for the CPA examination. 
No attempt is made to teach general accounting; the 
entire course is pointed directly at the CPA examination. 


@ The need for special coaching has been well estab- 
lished by innumerable experienced accountants who 
have floundered in the examination room. They knew 
how to make audits but they didn’t know (1) how to 
analyze problems for the purpose of deciding quickly 
the exact requirements, (2) how to solve problems 
quickly, (3) how to construct definitions acceptable to the 
examiners, or (4) how to decide guick/y on proper 
terminology. 


@ The IAS-CPA Coaching Course has been designed 
for busy accountants. The home-study method of tutor- 
ing is ideally suited to CPA examination preparation. 
Maximum use can be made of every available hour. 


@ The text material consists of 20 substantial loose-leaf 
assignments totaling more than 800 pages. It includes 
hundreds of CPA examination problems and questions, 
with solutions supplemented by elaborate explanations 
and comments, working sheets, side calculations, and 
discussions of authoritative opinions. 


@ Written examinations at the end of each assignment 
require solutions to problems of CPA examination 
calibre. These are sent to the school where the grading, 
including personal comments and suggestions, is done 
by members of the IAS Faculty, all of whom are CPA’s. 
Supplementary review material is furnished to those 
who want to “brush up” on specific accounting sub- 
The IAS booklet, “How to Pre- jects, at no additional cost. 

pare for the C. P. A. Examina- 

tion,” 1s available upon request. * 

Address your card or letter to the 


Secretary, IAS... INTERNATIONAL ACCOUNTANTS SOCIETY, INC. 
Al Canrespondence School Since 1903 


209 WEST JACKSON BOULEVARD ¢ CHICAGO 6, ILLINOIS 
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Read how banks helped farm 


machinery replace the horse. 


Give the grey mare above a carrot 
for horse sense. She retired knowing 
full well that only a stubborn mule 
would try to compete with any breed 
of 1953 tractor. ; 

Today most American farmers 
(along with a good many farmers 
abroad) burn gas instead of oats to 
get their horsepower. Thus the me- 
chanical marvels turned out by 
America’s farm machinery manufac- 
turers have been put to work around 
the world. In less than 50 years their 
inventive genius created machines 
and implements that have stepped up 
the plowman’s daily ‘“‘turnover” from 
2 to more than 30 acres. 


Bank money helped 
But without banks things might have 


“Fired? I quit!” 


been a lot different down on the farm. 

From the early steel-wheeled mon- 
sters to the most modern hydraulic- 
lift beauties, banks have helped 
manufacturers turn out faster, tough- 
er, easier-to-use farm machinery. 

How? 

Well, bank loans help tractor and 
implement companies right down the 
line—stocking raw materials, acces- 
sories~—— gearing assembly lines to new 
models-—freeing working capital for 
development and research. On the 
marketing level, bank loans help fi- 
nance dealers, and come full circle 
by helping individual farmers buy 
tractors and implements. 

What this means to you 


Add all this up and you only need 
half a squint to see that commercial 
banking hoes a long row in the manu- 
facture and distribution of the ma- 


chinery used by American farmers to 
grow and harvest some of the biggest, 
most bountiful crops in the world. 

This is true because of one grass- 
roots fact: Jt’s competitive banking’s 
job to make the community’s idle funds 
available whenever and wherever busi- 
ness finds opportunities for profitable 
enterprise. 

It follows, as reaping follows sow- 
ing, that under these conditions there 
are jobs for men and women, returns 
for investors, and a rich harvest of 
material advantages for Americans, 
rural and urban. 

Chase National Bank is proud of 
the part it is playing in American 


progress. 
* * 


The CHASE National Bank 
OF THE CITY OF NEW YORK 


(Member Federal Deposit Insurance Corporation) 





RE: REPLACEMENT 


Editors, THE CONTROLLER: 

In your November issue, Professor Rob- 
ert Eisner does not adequately distinguish 
between the computation of profit and the 
provision of cash or between the main- 
tenance of aggregate capital and the re- 
placement of specific assets. Also he seems 
to say that a growing business has funds 
which it can divert from expansion to 
replacement without telling us how it can 
continue its growth without such funds. 

The cash required to replace a specific 
machine is not needed until the end of its 
life but cash or its equivalent must be ac- 
cumulated before that to offset the accru- 
ing loss of the investment in the machine 
and thereby to maintain the aggregate 
capital. Out of a $10,000 investment in a 
machine only $5000 will remain at half 
life and another $5000 in cash or some 


other investment thereof will be needed to 
maintain the original $10,000. Such ac- 
cruing depreciation necessarily runs ahead 
of replacement requirements and growing 
concerns have depended upon part of their 
depreciation allowances to finance their 
expansion. There is nothing new about 
this; the subject was thoroughly debated 
during the decades when our current de- 
preciation policies were being developed. 

When prices go up, the amounts re- 
quired for both replacement and expan- 
sion of facilities can be expected to go up 
pro rata. Suppose the gross income with- 
held to offset depreciation was $12,000, of 
which $8,000 was used for replacement 
and the $4,000 remainder plus part of the 
net income was used for expansion. True, 
if prices rise 50 per cent the 12,000 new 
dollars will suffice to do all that the 8,000 
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old dollars did before but it will take 
18,000 new dollars, 12,000 for replace- 
ments and 6,000 as a contribution toward 
expansion, to offset the extinction of in- 
vestment represented by the 12,000 old 
dollars and to do all the work which such 
12,000 dollars did before. 

If only $12,000 is deducted before ob- 
taining the figure labeled as “profit” an- 
other $6,000 will have to be taken out of 
such “‘profit’’ before obtaining the amount 
available for the purposes for which the 
public generally belicves that profits are 
available and for which the profits would 
have been available had prices remained 
at the old level. Thus atter prices have 
risen the conventional ‘‘profits’’ are sub- 
ject to a deduction or liability from which 
they otherwise would have been free. In 
failing to measure, or even to point out, 
this difference accountants and controllers 
have not been alive to the.r opportunities 
and responsibilities. 


E. STEWART FREEMAN 
Dennison Manufacturing Co. 
Framingham, Mass. 

@ 
Editors, THE CONTROLLER: 

Professor Robert Eisner feels strongly 
that his recent article in THE CONTROL- 
LER! presents a striking new development 
in a thoroughly discussed but still not ade- 
quately explored field. However, the point 
he makes is neither striking nor new but 
merely seems to reflect lack of apprecia- 
tion of the broad scope of the problem. In 
fact, it is quite irrelevant as a contribu- 
tion toward a solution of that question. 

Professor Eisner asserts that in growing 
enterprises, which characterize our econ- 
omy, depreciation charges are by no means 
inadequate as contended by spokesmen 
from industry and by many writers on the 
subject. He believes that those charges are 
in excess of replacement requirements 
even during an inflationary period. This 
startling conclusion is derived from the 
simple and undisputed fact that under 
certain assumptions annual depreciation 
charges will be larger than the deprecia- 
tion reserves accumulated for assets which 
become fully depreciated in that particular 
year and therefore have to be replaced. 

His principal assumptions appear to be 
the following: 

1: The original outlay cost of the fully 
depreciated asset, which is identical 
with the full depreciation reserve, is 
the amount required to acquire the 
replacing asset. 

. The original estimate of “useful 
life’ which determines the period of 
depreciation is accepted without 
questioning in spite of the fact that 
such estimates are often mere guesses 
which need to be adjusted for 

*“Conventional Depreciation Allowances 
Versus Replacement Cost,’ Te Controller, No- 
vember 1953. Two other articles which appeared 
in the fall of 1952 are listed there. 
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Ate you ready to buy an electric 


ewrlter ? Then this is “must’reading for you! 


In today’s crew-cut economy, where 
the distance between costs and profits 
is short, electric typewriters can be a 
big help. 

Royal Electrics, for instance, can get 
more work done faster and thereby free 
personnel for other duties. 


Royals can also produce letters the 
like of which you have seldom signed 
before, letters which are the most 
clean-cut ‘“‘salesmen’”’ you ever saw. 


As for secretaries and typists—the 
easy operation of Royal Electric, its 
speed, its concise press work, its elec- 
tricity even—all mean higher morale 
and greater pride of achievement. 
The machine gives them a real boot. 


Royal Electrics are made by a 
company who makes nothing 
but typewriters . . . folks who 
have been in the typewriter 
business since 1904. 


These are the people who make 

Royal Standard Typewriters, 

' preferred in business 214 to 1 by those 

who type. In fact, the makers of Royal 

Electrics are the world’s largest manu- 
facturers of typewriters. 


So—before you buy an electric type- 
writer, get a closer view of Royal Elec- 
tric, its performance in your office, and 
its reasonable price. Send in the 
coupon. 


® ELECTRIC 
Gg y STANDARD 
PORTABLE 


Roytype Typewriter Supplies 


Royal Typewriter Co., Inc. (Sales Dept.) 
2 Park Avenue, N.Y. 16, N.Y. 


We would like a Royal Representative to show 
us how the Royal Electric performs. We under- 
stand there is no obligation. 


Your Name 





Company Name 





Address 
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changed conditions that could not be 
foreseen at the time when the origi- 
nal estimate was made. 


Obviously, these assumptions are the 
foundation of Professor Eisner’s thesis. 
He insists on closest correlation between 
original cost and replacement cost. If this 
proposition is accepted then there is no 
reason to question the thesis itself. Unfor- 
tunately, he does not prove the correlation 
but merely states it by means of a case 
problem which is based on the assumption 
which should have been proved.? It is im- 
portant to note that professional account- 
ants expressly deny a correlation between 
depreciation charges and replacement re- 
quirements. They insist that depreciation 
charges are intended to spread the original 
cost of an asset equitably and consistently 
over the period of its “useful life’ but 
have no relationship to the problem of 
replacement cost. 

Even more surprising, in view of Pro- 
fessor Eisner’s background as a theoretical 
economist, is his position that the original 


2In one of his other papers he seems to be 
less certain about the existence of the claimed 
correlation. “Since replacement requirements 
and depreciation allowances have been con- 
nected directly in professional and popular dis- 
cussions, it seems appropriate, regardless of the 
correctness of that connection, to apply certain 
tools of formal analysis to their joint considera- 
tion.” (American Economic Review, December 
1952, p. 821.) 


Forthcoming Features 


IN THE CONTROLLER 


%&e EXECUTIVE INCENTIVE COMPENSATION AND 


%e HOW TO PAY FOR PENSIONS BY DEPOSITING 
A FIXED PER CENT OF A COMPANY’S PROFITS 


3% SIGNIFICANT CURRENT TRENDS IN REGULATION 
by H. R. Towles 





cost of an asset as expressed in nominal 
dollars should determine the cost of the 
replacement. Contrary to accountants who 
have expressed no interest in the issue, 
economists have always insisted that there 
is no income unless the capital investment 
in an enterprise is fully maintained not 
only in nominal dollars but in actual physi- 
cal terms. If Professor Eisner accepts this 
fundamental economic principle, he can- 
not take it for granted that the cost of the 
replacement will equal the cost of the 
old asset which has to be discarded after 
having been fully depreciated. 

This is indeed the standpoint of the 
representatives from industry whom he 
criticizes so severely. Those men knew 
what they were talking about when they 
asserted that the amounts charged to pro- 
duction as depreciation for the use of 
facilities were inadequate to maintain 
these facilities in accordance with current 
technological standards. 

As a matter of fact, the problem is not 
one of arithmetic as Professor Eisner 
seems to assume, but primarily one of ex- 
pert judgment. It cannot be solved by 
mathematicians but only by engineers and 


* Such replacement may be required long be- 
fore the asset has been fully depreciated in ac- 
cordance with the original estimate of its “use- 
ful life.’ This may be the result of technological 
or economic obsolescence, of an error in the 
original estimate, or of any one of a number of 
other factors. 
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management executives. This undeniable 
fact underlies the efforts to remove exist- 
ing obstacles—including those of income 
taxes—which impede a correct determina- 
tion of the true cost to be charged to each 
unit of completed production. Professor 
Eisner has failed to make a constructive 
contribution toward a solution of this im- 
portant problem. By confusing the basic 
issues he has made a solution more difh- 
cult. It is he who has been the victim of a 
delusion rather than those whom he ac- 
cuses of such an error. 


ERNEST H. WEINWURM 
Associate Professor 

Industrial Engineering 

Stevens Institute of Technology 
Hoboken, N. J. 


Editors, THE CONTROLLER: 


Enclosed herewith is a short paper in 
reply to the implications of Professor Eis- 
ner’s article in the November issue of 
THE CONTROLLER. It is my opinion that 
Professor Eisner arrived at erroneous con- 
clusions, partly because of a misunder- 
standing of the nature of depreciation and 
the part it plays in income measurement 
and partly because of a confusion as to 
the precise meaning of certain terms com- 
monly used in discussions of depreciation. 
Whatever the cause may be, his conclu- 
sions are dangerous because of the infer- 
ences that may be drawn from them with 
respect to current practices in income de- 
termination. Because his arguments are 
both convincing and fallacious it seems to 
me they require a prompt and firm re- 
buttal. Thank you very much for your 
consideration of this paper. 


R. K. MautTz 

Associate Professor of Accountancy 
University of Illinois, College of Com- 
merce and Business Administration 
Urbana, III. 


Professor Mautz’ reply to Professor Eis- 
ner appears on page 24 of this issue. 
—The Editors 


“ONE OF THE BEST” 


Editors, THE CONTROLLER: 


Enclosed is check for five dollars for a 
one-year renewal of my subscription to 
THE CONTROLLER. Your publication is 
enjoyed very much by those of us who read 
it and I personally consider it one of the 
best of professional publications. This 
copy is passed along to our comptroller, 
the budget and accounting chief and the 
management chief. 


THOMAS E. STROW 
Tulsa, Okla. 


This laurel makes all the work behind 
the scenes worth while for us and we pass 
the honors along to our authors! 


—The Editors 





New, unique! A standard full-keyboard 
adding-calculator that becomes two 
machines with the flick of a finger— 
calculates on one side, accumulates 

on the other. Speeds payrolls, payables, 
sales and cost analyses, and many 

other applications. All this— 

plus 3-way Error Control, Direct Action 
and Floating Touch. Call the 
Comptometer representative. 


Electric and 
non-electric models 
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COMPTOMETER ADDING- 

CALCULATING MACHINES are 

made by Felt & Tarrant 

Manufacturing Co., and 

are soid exclusively by 

its Comptometer Division, 
1734 North Paulina St., Chicago 22, 
Illinois. Offices in principal U. S. cities 
and throughout the world. 
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“Yfationals save us $50,000 a year... 


repay their cost every 8 months!”’ 


“Our National Accounting Machines 
save us over $50,000 a year, repay- 
ing their purchase price every eight 
months . .. a 150% annual return 
on our investment. 

“We have been a leading producer of 
candies, biscuits and chocolates for 
over 100 years (and are the world’s 
largest manufacturer of hot fudge). 
This indicates the volume and va- 
riety of our accounting work. 


“We use Nationals on Accounts Re- 


THE NATIONAL CASH REGISTER COMPANY, 


ceivable, Accounts Payable, Payroll 
Labor Distribution, Sales Distribu- 
tion and Analysis, General Ledger 
and other accounting jobs. National’s 
remarkable adaptability to all types 
of accounting—and the ease of train- 
ing operators—are also factors of 
great value to us.” 


Phin 2, 


President 


—ROBERT A. JOHNSTON CO., Milwaukee 


Fine candies, biscuits and chocolate" 


Regardless of the size or type of business, National 
machines cut costs by doing up to % of the work 
automatically. They soon pay for themselves out of 
the money they save, then continue savings as yearly 
profit. Operators are happier because their work is 
made easier. Your nearby National representative 
will gladly show how much you can save with 
Nationals adapted to your needs. Call him today! 


TRADE MARK REG. U.S. PAT. OFF. 


"ACCOUNTING MACHINES 
ADDING MACHINES + CASH REGISTERS 


DAYTON 9, OHIO 










The Imaginative Approach 

An advisory committee to assist Defense Secretary Charles 
E. Wilson in overhauling and modernizing the financial ac- 
counting system of the Defense Department was recently 
appointed. Charles P. Cooper, former vice president of 
American Telephone & Telegraph Co., New York, heads 
the committee. 

Secretary Wilson’s aim is “to be able to account to Con- 
gress and the people just like corporations must report to 
their stockholders’ about the Defense Department which 
Mr. Wilson declared is “the biggest business in the world.” 

Intelligent forecasts of expenditures are impossible, Secre- 
tary Wilson said, under present accounting systems. Because 
there is no modern simplified system of cost accounting, he 
added, it takes too long to get data on expenditures. Secre- 
tary Wilson is hopeful that the advisory committee can de- 
velop a modernized accounting system to be put into effect 
for the next fiscal year starting July 1, 1954. Mr. Cooper, 
according to Washington reports at the time of his appoint- 
ment, thought the schedule might be “pretty tight.” 

The same report quoted Secretary Wilson, in response 
te a question whether he found Defense Department ac- 
counting worse than he had expected, as saying, “No, I 
have a little imagination.” 


It does help. 


Telling the Audit Story to Employes 

Occasionally, in the past, we have commented about em- 
ployes’ magazines published by various companies which 
featured reports about phases of operations in the control- 
ler’s area, thus bringing employes in other departments 
abreast of the manifold responsibilities of what is often 
considered “‘terra incognita.” Recently we noted with in- 
terest a copy of the employes’ publication of The Port of 
New York Authority which included a featured story de- 
scribing the activity of the Audit Division of the Comp- 
troller’s Department. 

Written in laymen’s terms, by a staff member of the 
employes’ publication, it described the work of the Audit 
Division, the reasons for its existence, and pointed out that 
the Audit Division acts as the “conscience’’ of The Port 
Authority and helps it maintain the high standards it has 
set for itself. That latter reference undoubtedly added as 
much to the continuance of high morale in the Audit Divi- 
sion as it did to the better understanding of the Audit Divi- 





sion by the Port Authority's many employes in the areas of 
New York State and New Jersey in which it operates on 
behalf of the Port of New York's progress. 

If any reader wishes to receive a copy of the PA Diary 
for November 1953, with the thought of using this article 
as a springboard for similar indoctrination of company em- 
ployes, copies can be obtained from C. J. Kushell, Jr., di- 
rector of finance, The Port of New York Authority, 111 
Eighth Avenue, New York 11, N. Y. 

















Building Managerial Understanding 
Top management's responsibility toward modern manage- 
rial technique will be the theme of the presentation by the 
American Delegation to the roth International Management 
Congress scheduled to be held at Sao Paulo, Brazil in Feb- 
ruary 1954. The Congress is being developed under the 
auspices of the International Management Committee of 
which the Council for International Progress in Manage- 
ment (USA), Inc., New York, is the American affiliate. 
Similiar councils from 19 other Free World Nations will 
participate. Controllers Institute of America is one of the 
management society members of CIPM (USA). In addition 
to eight other American management societies, the member- 
ship of CIPM (USA) also includes individual industrial and 
commercial companies and educational institutions. 

The Council, in a recent statement, pointed out that ‘the 
responsibilities of management are changing rapidly in 
character and dimensions. Each new day of a fast-moviny 
world adds depth and breadth to the manager’s work and 
influence. 

“Greater pressures bear on those who mold and direct the 
policies of today’s manufacturing firms as compared with 
their executive counterparts of only a few years back,’”’ the 
statement continues. “These heavier pressures are generated 
not only inside the relatively small world of a company’s 
plant and its people; they also come increasingly from out- 
side forces that are produced by worldwide technological and 
social shifts. 

“As the tempo of change proceeds breath-takingly be- 
cause of advances in technology, changes on the industrial 
scene accelerate owing to wider recognition of the need to 
progress not only in the knowledge of machines but also in 
the knowledge of people. 

“In this climate of great change, supercharged with com- 
plexities, the need for executives to be equipped with 
modern managerial techniques is paramount. To know and 
be able to use the best in techniques is essential for manage- 
ment if it is to fulfill its tremendous role. 

‘This role is no longer merely to run a profitable business. 
It is rather to run a business in such an able and enlightened 
way as to benefit both investors and the public the world 
over. With modern managerial techniques as its tool, today’s 
management can furnish the material and human progress 
which the world so urgently wants and needs.” 


—PAUL HAASE 
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FEDERAL TAX REPORTS 


i... law? Old law? Speed? Accuracy? Con- 
venience? Completeness? Whatever the need, whatever the question— 
if it involves federal taxes for revenue, the accepted reporter of the 
federal tax specialist, the first choice of the man “who must have 
everything” is STANDARD FEDERAL TAX REPORTS. 


Whether they represent the tax payer or tax collector, on whichever 
side of the tax fence they stand—Tax Men all endorse “Standard 
Reports” in use, collect real dividends from the breadth of coverage, 
official and explanatory, the dependability, and the down-to-earth prac- 
tical values which characterize the “Standard.” 





For the “Standard Reports” subscription plan brings subscribers up to 
date immediately and keeps them up to date continuously. The swift, 
detailed, informative weekly issues blanket the field of federal taxation 
most important to business and its tax counsel—reporting week by 
week the latest development in pertinent law or regulation, interpre- 
tation of ruling or court decision— the newest return, report or form 
—all enriched and illuminated by editorial sidelights, clear, helpful 
examples, and plain English explanations. 





Thus, STANDARD FEDERAL TAX REPORTS subscribers always 
have the facts, always know just what to do—why and how to do it! 


Write for Complete Details 


COMMERCE, CLEARING, HOUSE,.INC.. 


PUBLISHERS OF TOPICAL LAW REPORTS 





CHICAGO t New YORK 36 WASHINGTON 4 
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J. H. Landman 


Tax Highlights of 1953 


HE YEAR 1953 has given us another harvest of Treasury 
saa court decisions, and legislation in the field of 
federal taxation. All of them are significant, but we will 
content ourselves only with the year’s tax highlights. 


TECHNICAL CHANGES ACT OF 1953 


The Technical Changes Act of 1953 
consisting of 17 amendments to the In- 
ternal Revenue Code was enacted by the 
83rd Congress. The more important fea- 
tures of it are as follows: 

Corporate Liquidation. A complete 
corporate liquidation may yield for the 
stockholders a capital gain (or loss) meas- 
ured by the pe acc between the tax 
value of their stock and the fair market 
value of all the tangible and intangible 
assets at the time of liquidation. How- 
ever, the same transaction under Section 
112 (b) (7) ILR.C. up to December 31, 
1953 by election might have yielded a 
diversified tax result. The corporate cash, 
or securities acquired afte: August 15, 
1950 would have resulted in fully tax- 
able income to the extent of earned sur- 
plus, and any cash in excess thereof is 
taxable as capital gain. However, the tax- 
ability of the appreciation on other assets 
is deferred. 

Excessive Depreciation. Taxpayers are 
not required to reduce the tax value of 
assets by depreciation since February 28, 
1913 unless they enjoy a tax benefit there- 
from. This election may be made up to 
December 31, 1954. 

War-Loss Recoveries. Taxpayers had 
up to December 31, 1953 to elect to re- 
compute the tax for the year in which the 
war-loss deduction was taken by reducing 
the deduction by the amount of the re- 
covered property at its depreciated cost 
on the date of the loss or at its fair mar- 
ket value on the date of recovery, which- 
ever was lower. The resulting increase in 
tax for the year of the loss was then 
treated as additional tax due for the year 
of recovery. 

Korean War Combatants. Unpaid in- 
come and much of the estate taxes of 
Korean war combatants are abated if they 
died between June 24, 1950 and De- 
cember 31, 1954. 


Disallowed Deductions. Heretofore, an 
accrual-basis taxpayer was denied a de- 
duction unless it actually paid the expense 
to a related cash-basis taxpayer by the 
end of two and one half months follow- 
ing the taxpayer's taxable year. Construc- 
tive receipt is equivalent to actual receipt 
of payment under the new law by election 
for taxable years beginning January 1, 
1946. 

Foreign Income. Foreign income earned 
during the physical presence abroad for 
510 days during a period of 18 months is 
excludible from federal tax but for Jan- 
uary 1, 1953 and thereafter the exemp- 
tion applies to the prorated share below 
$20,000 per year. This limitation does 
not apply to bona fide foreign residents. 

Net Operating Loss Carry-Overs. Fiscal 
period corporations beginning before Jan- 
uary 1, 1948 but not after December 31, 
1945 may carry forward their operating 
losses to the three succeeding years, but 
the amount of the carry-over to the third 
year may not exceed the portion of the 
loss attributable to the number of days 
falling after December 31, 1947. Corpora- 
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tions that commenced business after De- 
cember 31, 1945 had already been granted 
a carry-over for a third year by the Reve- 
nue Act of 1951. Similar treatrnent is ac- 
corded corporations whose first taxable 
year began in 1949 and ended in 1950. 
Such a corporation may now carry for- 
ward the loss for five succeeding taxable 
years instead of three, but that for the 
fourth and fifth years may not exceed the 
portion of the loss attributable to the 
specific part falling in 1950. The provi- 
sions are retroactive to years ending after 
December 31, 1947 and December 31, 
1949, respectively. 

Mitigation of Statute of Limitations. 
Section 3801 is intended to correct in- 
equities arising from inconsistent posi- 
tions taken either by the taxpaye~ or the 
Treasury by opening the statute of limita- 
tions. The new law amplifies this correc- 
tive by permitting an adjustment of tax 
liability when a deduction or credit is 
disallowed one taxpayer and a related one 
is entitled to the deduction or credit. This 
provision applies also to the deduction 
or credit for a different year. Both correc- 
tive features are applicable provided that 
at the time the incorrect treatments were 
claimed, correct treatment was not barred. 
The new law also includes a remedy when 
the Treasury includes an income item in 
the correct year or in the income of a re- 
lated taxpayer. 

Basis of Property in Trust. The tax 
value of property where a grantor retains 
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the power to alter, amend or terminate a 
trust shall be the same for income as well 
as estate tax purposes which is the date 
of grantor’s death. 

Grain-Storage Facilities. To encourage 
the building of storage facilities for grain, 
such assets are allowed to elect a 60- 
month depreciation period for those 
erected during the four-year period be- 
ginning January 1, 1953. 

Failure to Relinquish Power. Property 
transferred in trust where decedent had 
a right to change beneficiaries is includ- 
ible in his estate for estate tax purposes 
even though he had no power to revest 
the trust een in himself. This situa- 
tion could have been obviated by a re- 
lease of this power without a gift tax. 
However, if he was mentally incapaci- 
tated for a continuous period starting at 
least on October 1, 1947 and ending vith 
his death after December 31, 1950, he is 
treated as if he had been released of this 
power. 

Exclusion of Transfers Effective at 
Death. No estate tax accrues at death in 
the case of an irrevocable transfer in trust 
with a retention of a life estate whether 
death occurred prior to February 11, 1939 
or after January 1, 1951. 

Reversionary Interests in Life Insur- 
ance. Proceeds of life insurance policies 
are not included in gross estate by reasons 
of premiums paid if after January 10, 
1941 the decedent at no time retained 
any incident of ownership in the policy. 
A revisionary interest was not treated as 
an incident of ownership by existing law 
if it did not exceed 5% of the value of 
the policy and not by operation of law. 
The new law also applies to the period 
between January 10, 1941 and October 
22, 1942 which had been omitted by the 
earlier Revenue Act of 1950. 

Marital Deduction. WDecedents that 
died between December 31, 1947 and 
April 2, 1948 may have their estates en- 
joy the marital deduction if it is elected 
by the surviving spouse. 


DECISIONS AND RULINGS 


FRINGE BENEFITS 


Traveling expenses of short trips not 
overnight are deductible and the taxpayer 
may use the standard deduction in ad- 
dition.! The Treasury rule is to the con- 
trary. It says an employe must be absent 
overnight to deduct unreimbursed ex- 
penses from gross income. 

Living expenses while away from home 
are deductible if the taxpayer is in a travel 
status. Harrington,? an accountant, had 
his tax home at his post of duty, which 
varied in time from 10 to 18 months, 
though his permanent home where his 
wife and children lived was elsewhere. 
Hammond,*® a lawyer, worked out of 
Baton Rouge. His wife worked in New 
Orleans where she and their children 
were domiciled. Baton Rouge was his tax 
home. Consequently, the Hammonds had 
double living expenses but could not de- 
duct either. 

Cost of meals and entertainment of 
taxpayer and his family in conjunction 
with that of customer-guests are presumed 
to be nondeductible personal expenses 
particularly if not incurred away from 
home.* 

Value of food and lodging furnished an 
institutional employe constitute additional 
income subject to tax and withholding 
even though the employe is required to 
live in the institution and be available at 
all times, when the maintenance cost is 
deductible from gross salary.® 

Transportation allowances to employes 
are income to employes, but they may de- 
duct daily travel expenses as long as the 
work is temporary. These allowances are 
not subject to withholding, but aggregate 
annual payments of $600 or more must 
be reported on Form 1099.° 

Travel and legal expenses while seek- 
ing business investment are not deduct- 
ible.? 


WHO’S A MANUFACTURER? 
The National Association of Manufacturers complained 
recently that it’s hard these days to tell who, for tax purposes, 


really is a manufacturer. 


Maurice G. Paul, Jr., vice chairman of NAM'’s taxation 
committee told the House Ways and Means Committee that 
Congress should straighten out the matter with a law saying 
who is and who is not a manufacturer. 

“The statutory concept of who is the manufacturer is basic 
to the administration of the law, yet there is no published 
body of law, regulations or administrative rulings available 
to guide taxpayers in making this vital determination. The 
need for an adequate statutory definition of the term ‘manu- 


facturer’ is most urgent.” 
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WAGES AND SALARIES 


Termination of pay controls effect the 
following: retroactive increases under a 
binding agreement subject to  stabiliza- 
tion approval, are accruable as deduc- 
tions in the years when services were 
rendered. Without such an agreement, 
retroactive increases are deductible when 
the employer takes action to give in- 
creases. The test of reasonable compen- 
sation in either case is applied according 
to the year in which the services were 
rendered.1° The income-spreading back- 
pay benefits may apply only if the em- 
ployer now gives the raise and if the ap- 
plication for approval was pending on 
February 6, 1953, which is the day when 
controls were lifted, on the theory that 
the retroactive increases were ordered, 
recommended, or approved by a govern- 
mental agency. 

Compensation owed a controlling stock- 
holder accrues when approval was ob- 
tained from the Salary Stabilization 
Board.11 

Transfers of assets given employes for 
past but not for future services are de- 
ductible if reasonable.!” 


DISABILITY PAY 

Nonoccupational disability benefits paid 
under a workmen’s compensation law are 
includible in the taxable income of the 
recipient because they are payments for 
injuries of this special nature.1* 

Disability benefits in addition to work- 
men’s compensation are taxable as addi- 
tional income.!4 


CAPITALIZATION 

Reorganization expenses, attorney's 
fees in connection therewith,!® cost of 
patent litigation,!? ipa pe €x- 
penses,1® and legal fees to defend title to 
property,!® are not deductible as ordinary 
and necessary expenses but must be capi- 
talized. 


RECEIPT AND REPAYMENT OF INCOME 

Excessive salary received by officer- 
stockholder is taxable in the year when 
received despite subsequent repayment to 
satisfy transferee liability for unpaid tax 
of corporation resulting from partial dis- 
allowance of salary deduction by corpora- 
tion.?° 

Dividends received mistakingly and tre- 
turned later to the corporation are never- 
theless taxable.?! 

Rescission of dividend and repayment 
in a subsequent year do not relieve stock- 
holders from tax thereon in the earlier 
year where the stockholders acquired the 
dividend under claim of right.?? 


PENALTIES 

Insiders’ profits under the Securities Ex- 
change Act, Section 116(b) or 16(b) 
pay tax on their profits but are denied a 





deduction when they have to transfer their 
profits to the corporations.** The corpora- 
tion then realizes ordinary income on 
their receipt.*4 

Penalty payment to mortgagee for pre- 
payment of debt is deductible.*5 

Punitive damages are not taxable® but 
the Court of Claims now holds that they 
are taxable.?7 

Assignee is liable for debtor's tax. No- 
tice will be sent to assignee?® if he filed 
notice of his fiduciary capacity, or to last 
known address of the taxpayer. The as- 
signee is charged with knowledge even 
though he does not receive it.?® 

Transferee corporation’s tax liability 
does not embrace that of chief stock- 
holder's tax deficiency.*° 


REORGANIZATIONS 

Cost of stock in order to acquire under- 
lying assets becomes their substituted new 
tax value.§! Under current consolidated 
return regulations,®? you must specify that 
transferors’ basis governs if the liquida- 
tion is effected by a parent absorbing a 
subsidiary corporation. Section 112 (b) 
(6), providing for carry-over of subsidi- 
ary’s tax value of its assets in a liquida- 
tion, does not apply if the sabsidiasy’s 
stock was expressly purchased to acquire 
its assets. 

Stockholder who redeems all stock in 
a one-man corporation after acquisition 
of some of the stock by inheritance re- 
ceives fully taxable income.** 

Stepped-up bases for assets can be 
achieved by liquidating a corporation and 
reincorporating, provided the tax-free re- 
organization provisions are avoided when 
the original bases carry over.*4 

Capital losses on liquidation of a cor- 
poration depend on the result at the con- 
clusion of liquidation and not at an in- 
termediate date.*® 

C. i aan properties sold at areal estate 
tax sale and purchased by another corpora- 
tion with the same stockholders constitute 
a taxable transaction and not a tax-free 
reorganization.%® 

Preferred stock dividends on common 
stock are nontaxable and yield capital and 
not ordinary income on immediate re- 
sale.37 

Preferred treasury stock distributed 
solely to preferred stockholders is taxable 
as a dividend.38 

Redemption of preferred stock yields 
a taxable dividend where the amount ini- 
tially paid for this stock was the only 
capital invested in the corporation and 
there was a large earned surplus.*® 

Subsidiary in liquidation may not real- 
ize gain by reason of the appreciation of 
assets when it is simultaneously indebted 
to its parent provided the parent agrees 
in a closing agreement with the Treasury 
to retain subsidiary’s asset values.*° 

Dividend in kind of appreciated prop- 
erty is taxable to stockholders not in full 
but only to the extent covered by avail- 


“Later, dear. | believe daddy's planning to read to mother now” 


able earnings and profits, even though the 
distribution is not taxable to the corpora- 
tion.4! 

Distribution of own common stock ac- 
quired by corporation as an investment is 
a taxable dividend.42 This decision is at 
variance with the United States Supreme 
Court decision in Eisner v. Macomber.** 
The treasury stock should have been can- 
celled, and the same distribution should 
have been made from authorized but un- 
issued stock. 


TAX PROCEDURE 

Compromise settlements in tax litiga- 
tion up to $500, including taxes, penal- 
ties and interest, may be effected by the 
Commissioner of Internal Revenue and 
his subordinates.** 

Five-year limitation period does not ap- 
ply where gross income exceeding 25% 
is omitted because of an erroneous re- 
serve included in cost of goods sold.*® 

Early filing of final tax return to avoid 
penalty for underestimating tax does not 
advance the limitation period for addi- 
tional assessment by the Treasury.*® 

Five-year statute of limitations is not 
tolled by the filing of an amended re- 
turn.47 

Fraud penalty is predicated on original 
return. It is immaterial that the taxpayer 
filed an amended return and paid an ad- 
ditional tax before the penalty was as- 
sessed. 48 

Fraud penalties apply to full amount 
of the original deficiency, even though the 
tax for that year is later reduced by a 
carry-back loss.*® 
PARTNERSHIPS 

Sale of a partnership interest yields 
taxable income to the extent of earnings, 
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but a capital gain as to the rest." 

Sale of a partnership interest at a profit 
yields a capital gain even though it is a 
service partnership.*! This decision ap- 
pears to be unsound. It is in conflict with 
the Trousdale®? and Karsch®* decisions. 

Sale of part and not all of a partner's 
interest yields ordinary income and not 
a capital gain.** 

Change of members of a partnership 
does not terminate the old partnership 
entity in so far as the surviving partners 
are concerned. The same accounting 
period and the same bases for its under- 
lying assets are perpetuated for them. The 
tax treatment for the proceeds of the de- 
ceased or withdrawn partner from the 
old partnership remains undecided.® 

Payments to eliminate a partner in ex- 
cess of his capital account are a capital 
expenditure and are not deductible, even 
though no asset is procured and the pay- 
ments are only of nuisance value.5® 

Sale of a partnership interest and not 
specific assets to remaining partners re- 
sults in a capital gain.** 

Sale of business property by a tenant 
in common is not the sale of a partnership 
interest and therefore does not result in 
a capital loss.58 


PENSIONS AND PROFIT SHARING 
Demand note as pension trust contri- 
bution payable at bank delivered within 
60 days after solvent employer's fiscal 
period, though actual payment thereon 
was made much later, satisfies the require- 
ments for a proper deduction.®® 
Value of survivor's rights under an em- 
ploye’s retirement contract is subject to 
estate tax when his reversionary interest 
is worth over 5% of the value of all his 
(Continued on page 30) 


JANUARY 1954 





13 





Know Your Office Costs! 


J. McCall Hughes 


pamoatesieg the office contribution to 
company profit is, to me, the most im- 
portant reason for planning activity in the 
office. Cost information is essential to this 
potential source of company profit. I am 
referring, of course, to the over-all cost of 
carrying out a particular operation. For 
example, how many have any idea how 
much it costs to change an address in your 
office ? It costs our company 78¢ to change 
all records in the home office and agency— 
of this amount 44¢ is direct labor cost. 

Do you have the facilities for measuring 
the cost of supervising your various opera- 
tions? In our home office this varies from 
one hour of supervision for each 22 cleri- 
cal hours of work to one hour of supervi- 
sion for each five clerical hours of work. 

Why is it necessary to know how much 
it costs to do a particular operation or to 
carry on a particular function ? 

It has been my experience that a know]- 
edge of the cost of performing individual 
functions is essential for efficient opera- 
tion. As men who are responsible for the 
office operations in your company—as 
planning men, as controllers, as _repre- 
sentatives of stockholders, or, in my case, 
of policyholders—it is your duty to pro- 
vide an efficient workshop. How can you 
tell whether a new procedure, a new 
method, some different way of doing a 
job is more efficient than the present 
method unless you know what the present 
method costs? How can you measure the 
effectiveness of a new procedure unless 
you have the facilities for estimating what 
the cost will be if the new method is 


adopted ? My answer is “You can't,” and, 
therefore, anyone who tries to operate 
without adequate cost information is not 
in a position to perform an effective plan- 
ning function or to provide efficient meth- 
ods for handling office operations in his 
company. That is a rather sweeping state- 
ment, but I think I can justify it. 


WHY COST DATA ARE NECESSARY 

In the first place, planning is a con- 
trol function and cost data are fundamen- 
tal factors in control. As a control func- 
tion, it is as important as control over 
cash. Do you think it would make any dif- 
ference to a policyholder or a stockholder 
whether his company showed a loss be- 
cause the cashier had absconded with $50,- 
000 or because $50,000 had been wasted 
through inefficient operating procedures ? 
On second thought, it does make a dif- 
ference—the absconding cashier repre- 
sents a one-time loss, probably covered 
by insurance. Whereas a loss through inef- 
ficient operating methods recurs each year, 
and there is no known policy which covers 
such a loss. 

In the second place, planning is prepar- 
ing for action. In other words, we can 
only “plan” when we expect to do some- 
thing. Not many executive heads of com- 
panies today will approve taking action 
which involves changing company policy 
or committing the company in any way, 
without knowing how much it will cost 
and what effect the action will have on 
the company’s net profit. 
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tor of Controllers Institute, vice president of Controller- 
ship Foundation and chairman of its Research Executive 
Committee. This paper was presented at the Office Manage- 
ment Conference of the American Management Association. 
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Perhaps I may be giving the impression 
that I think cost information alone will 
provide an effective planning operation 
and efficiency in the office. Just to keep 
the record straight, I recognize the im- 
portance of other factors, such as per- 
sonnel morale, working conditions, super- 
vision, etc., and am only trying to show 
that cost information is one of the abso- 
lutely necessary factors in order to attain 
and maintain maximum efficiency in the 
office. 

If it is true that cost data are necessary 
in order to do a top-notch job in planning 
for office operations, why hasn’t more 
work been done to develop the facilities 
for obtaining such information ? One ma- 
jor reason is that until recently the office 
was not considered to represent a signifi- 
cant portion of the expense of most or- 
ganizations. Then, too, many people be- 
lieve that office operations are not meas- 
urable; many people believe that merely 
by introducing mechanical equipment into 
an office operation, the cost will be re- 
duced and the efficiency increased; many 
people believe that the ‘‘cost’’ of determin- 
ing “‘costs’” is too great. This type of 
thinking is obsolete! Today much progress 
is being made in the field of measuring 
office costs. As evidence that such informa- 
tion can be made available for planning 
work, I'll briefly describe what cost data 
we have at Mutual of New York and 
briefly how we develop these data. 


MANAGEMENT APPROVAL 

Before getting to the detail of our own 
cost work, I would like to state one basic 
question which precedes all others, in my 
estimation, and probably should have 
been covered at the very outset in this 
discussion. 

Does the executive head of your com- 
pany want cost information, and will he 
back you in the use of this information 
when it is available? 

I think this is the one most important 
question to be answered before a company 
undertakes the preparation of cost data 
because, in my experience, the expense in- 
volved in preparing cost figures is a total 
loss unless management sees the need for 
this information and will actively use it as 
an aid in determining company policy and 
in day-to-day operations. In other words, 
cost information is not an end in itself; 











it won't control a thing unless it is used, 
and used vigorously. 

Personally, I have seen a great deal of 
money wasted in preparing cost data 
which are interesting but never used as 
an aid to management. On the other hand, 
if the chief executive of a company evi- 
dences an active interest in cost figures and 
discusses them with the various depart- 
ment heads; if he will request explana- 
tions for fluctuations in costs between op- 
erating units and from period to ce 
and if he will use the cost figures as a 
basis for assessing changes in policy, or- 
ganization, methods, etc.; then the cost 
data will “pay off,” and the expense in- 
volved in obtaining the figures will be 
returned many times over through more 
efficient operation. Now to return to Mu- 
tual of New York's cost figures. 


> 


DEVELOPING COST DATA 
First of all, we have four basic types of 
cost information: 


. Expenses by classification of expense ; 

. Expenses by organizational unit ; 

. An annual expense budget reconciled 
every four months; and 

4. Functional costs 


wn re 


The first two are normal accounting 
figures which we produce monthly and 
which are given to department heads and 
others with comparable figures for prior 
periods. The breakdown by organizational 
unit also shows expenses of each unit by 
classification of expense. These figures are 
compiled by coding each expense item by 
classification and organizational unit. There 
is nothing unusual about them, but they 
do serve the planning group by indicating 
areas which may need investigation and 
study. They also enable the operating de- 
partments to observe trends and initiate 
planning studies of their own. 

The expense budget, while not essen- 
tially a planning tool, is most helpful in 
planning work because it is necessary for 
each department and division of the com- 
pany to plan in order to make up a budget 
for submission to the budget director, the 
budget committee, and eventually the 
president of the company. The planning 
director is a member of the budget com- 
mittee and has the opportunity to check 
and review any plans or programs which 
may not have been brought to his attention 
through some other source. 


DETERMINING FUNCTIONAL COSTS 
From a planning viewpoint, the func- 
tional costs are the most useful and, to 
the planning personnel, the most impor- 
tant of our various cost analyses for use 
in studying office operations. To us, func- 
tional costs mean over-all and unit costs 
of performing a ame operation, such 
as the billing and collecting of premiums, 
changing of addresses, paying death bene- 
fits, servicing mortgage loans, etc. 


We break our operations down into 237 
functions. In each case we have the total 
cost and the number of units handled so 
we can obtain the unit cost. In building 
up the total cost, we must first obtain the 
salary cost by departments, other direct 
costs, indirect costs and overhead. There- 
fore, we are able to determine the func- 
tional cost (both total and unit) for each 
of these types of expense. 

This breakdown is important because 
in many cases one of these classifications 
(usually salary) represents the major por- 
tion of the controllable cost, and therefore 
aids in determining what course of action 
should be taken. 

You might ask, “How can functional 
costs be determined?’ and “Isn't it an 
expensive job?” There are several ways of 
obtaining functional costs and it need not 
be an expensive operation. 

Cost accounting can be used as a basis 
for functional costs, and in most manu- 
facturing operations this is the best 
method. For office operations, however, it 
is a difficult method and much too expen- 
sive to operate. 

We have found that the standard cost 
method is best as a basis for computing 
functional costs and it is the one we use 
for about 60% of our own figures. How- 
ever, standard costs have many other uses 
and the application to functional costs is 
only one of the by-products. For anyone 








embarking on the determination of func- 
tionai costs for planning work, I could 
not recommend standard costs at the out- 
set. 

There is a simple method and I would 
like to give you the basic principles of 
this method today. We started to use this 
method in 1944 and it still is the basis 
for 40% of our functional cost data. Its 
major advantages are that it is inexpensive 
and that the work of compiling the data 
can be spread among a large number of 
people. The results obtained, while not 
accounting figures, are accurate enough 
for planning work. 

In ten simple steps—and vastly over- 
simplified—here is an outline of the “al- 
location method” of compiling functional 
costs: 


1. Set down the various functions per- 
formed in your office and assign to each 
a number. These might include: 

a. Handling orders received 

b. Accounts receivable 

c. Pay roll and personnel costs 


Each of these might in turn have one 
or more subfunctions, i.e., pay roll and 
personnel costs could be broken down to 
show cost of hiring new personnel, pay- 
ment of salaries, etc. 

2. List the jobs performed by each 
group of employes. In most offices, par- 
ticularly the larger ones, the personnel 
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COMES THE OFFICE REVOLUTION! 

The “bane” of increasing paperwork and the present 
status and morale of clerical personnel call for a “revolu- 
tion in the office,’’ Walter H. Wheeler, Jr., president of 
Pitney-Bowes, Inc., of Stamford, Conn., declared recently 
before the Office Executives Association. 

“The next 25 years will see radical changes in the meth- 
ods and systems of the offices of our Nation,’’ Mr. Wheeler 
said. ‘These changes are inevitable because the conditions 
we have in our offices now are already unsatisfactory and 
will rapidly become intolerable.’’ Solutions to the problem, 
Mr. Wheeler added, lie in both mechanization and human 
relations. 

“We in American business are justifiably proud of our 
record for increasing productivity in this country and shar- 
ing the wealth with an ever-increasing number of persons,” 
he declared. “But unless we recognize the brake that office 
operations are applying to this growth, we cannot duplicate 
in the next generation what we have done in the past. 

‘Assuming we are serious about the American commit- 
ment for constant improvement, we simply must have a 
revolution in the office—a revolution that will streamline 
and reduce paperwork, that will increase job responsibilities, 
job interest and job earnings and that will utilize the ma- 
chinery available and yet to come.”’ 
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“She remembers attaching the Rogers-Henshaw 
papers together with a metal clip!” 


works in small groups of from five to 20 
persons, usually known as units, sections 
or some similar designation. The super- 
visors, working with the planning man 
responsible for functional costs, should 
be usked to list the jobs which are handled 
by the personnel in their units. These jobs 
should be of such a nature that each one 
would fall into one of the functions pre- 
viously decided upon. For example, one 
of the jobs in the Cashier's Division might 
cover the preparation of checks or en- 
velopes for the employes’ pay roll. Such 
a job would fall under the function ‘‘Pay- 
roll and personnel costs.” Another group 
might “ave a job designated as calcula- 
tion cx withholding and Social Security 
taxes. This would also fall under the 
function “Pay roll and personnel costs.” 

3. Each employe in each unit should be 
given a list of the jobs performed in that 
unit. Each employe should allocate the 
number of hours or fraction of hours per 
day, per week, or per month he or she 
estimates is spent on each job. The super- 
visor should review these allocations and, 
working with the employe, determine that 
they are reasonable. He would then total 
the hours to see that the allocated time 
agreed with the hours worked by the in- 
dividual. In our company we try to see 
that the allocations approximate the num- 
ber of hours per month worked by the 
employe. 

4. The percentage of total time of the 
employe allocated to the various jobs 
should be determined. This percentage is 
then applied to the individual’s salary to 
determine the cost allocated to the vari- 
ous jobs performed by that individual. 


5. Transfer the job cost obtained from 
the individual employes to the applicable 
functions. The result is the total cost of 
the functions for clerical salaries. 

6. Direct supervisory salaries should be 
allocated on the basis of clerical salaries 
at the section level (by job). Over-all 
supervisory salaries (officers with line re- 
sponsibilities) on an over-all basis (by 
function). 

7. Other direct costs (such as postage, 
travel, etc.) should where possible be al- 
located to the functions directly or if this 
is not possible, or the amounts are small 
proportionately, on some formula basis 
which seems reasonable. 

8. Indirect costs should be allocated on 
a formula basis to fit the individual ex- 
pense items. 

9. Overhead costs should be kept to 
a minimum by allocating as much execu- 
tive and staff time as possible to functions. 
However, what is left must be allocated 
on some over-all basis. 

10. Volumes should be determined and 
unit costs determined. 


This “allocation method” for calculat- 
ing functional costs may seem to you to 
be too haphazard and rough to be of 
value. It is surprising how informative 
it can be for a company which previously 
had no information regarding office costs. 
Mutual of New York in 1944, obtained, 
by this method, the first functional cost 
figures ever produced by the company. 
They were far from perfect but they pro- 
vided us with a basis for examining our 
operations in the areas where we had the 
best opportunity to make major savings 
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and enabled us to put our finger on the 
operations most in need of imprevement. 

Let me cite two examples. We send 
out approximately 2,200,000 bills a year 
and we hope to make 2,200,000 collec- 
tions. Based upon our functional cost 
calculation in 1944, the billing, collect- 
ing and recording operations, all of which 
are included in the function “permium 
collections,’’ amounted to $1.3 million, 
or a unit cost of 75¢ per item. It was ap- 
parent that on such a volume a reduction 
of one cent per item would mean a size- 
able saving for the company. 

We immediately attacked this opera- 
tion and revised our whole billing fs col- 
lection procedure. It is one of the areas 
we are constantly studying year after year, 
using functional costs as a guide and aid 
in deciding upon changes in procedure. 
Despite a more than 100% increase in 
salary costs and in the general price level 
in the last ten years, our cost per unit in 
1952 was only 86¢, or 14% over 1944. 
Functional costs did not produce this 
greater efficiency, but they did contribute 
materially, both directly and indirectly. 

Another example of the use of func- 
tional cost data is in determining met yield 
on investments. It may appear advanta- 
geous to invest in a 5% mortgage, rather 
than a 414% bond, but actually, the ner 
yield on the mortgage is less than the nef 
yield on the bond. This information has 
been an important factor in our invest- 
ment operation and has led us to adopt 
an entirely new method of handling mort- 
gage accounting in order to make in- 
vestments in mortgages more attractive 
from a net yield standpoint. 

Today we are using more scientific 
bases for determining functional costs, 
but I can easily prove that the basic data 
we developed in 1944 led to very sub- 
stantial savings in operating costs for the 
policyholders of Mutual of New York. 
Therefore, from my own experience, I 
can assure you that even a rough basis 
such as the “allocation method” of de- 
termining functional costs will be of great 
assistance to you in planning for office 
operations and will lead to major contri- 
butions to the profits of your companies. 

To sum up, I have made four major 
points which I would like to repeat and 
have you carry in your minds: 


1. Cost data are necessary to do an ef- 
fective job in planning for office op- 
erations. 

. Do not embark on a cost program 
without the active interest and back- 
ing of the chief executive of your 
company. 

. The compilation of cost data and 
specifically functional costs need not 
be expensive. 

. Planning in office operations with 
the aid of adequate cost information 
can result in major savings in operat- 
ing costs and, therefore, greater 
profit for any organization. 
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Price Discrimination Under Federal Law 


Over a period of several years the NAM Law Digest has 
dealt with various aspects of and developments under the 
Robinson-Patman Act. (See e.g., NAM Law Digests of 
May 1945, June 1948, December 1949, June 1950, Decem- 
ber 1952 and March 1953). This article (NAM Law Digest, 
June-September 1953) again discusses the major provisions 
of the Act as it has been interpreted and applied by the 
Federal Trade Commission, the agency charged with the 
primary enforcement duties under this statute. 


FYEN THOUGH the Robinson-Patman Act 
amendments to the Clayton Act were 
adopted in 1936 it was not until after 
World War II that the obscure terms of its 
price discrimination provisions began to 
take on any significant meaning. There 
were, of course, earlier Trade Commission 
rulings. However, a series of Supreme 
Court decisions beginning in 1945 estab- 
lished the body of the law as it stands 
today. 

Perhaps no federal law regulating com- 
mercial activity has provoked so much in- 
terest, controversy and litigation as have 
the price discrimination provisions of the 
Clayton Act, as amended by the Robinson- 
Patman Act. It has been said that each 
complaint under it creates “‘a new snake- 
pit of unsettled problems,” and that each 
court decision under it in fact legislates 
“with complete lack of understanding of 
the way business operates.’” On the other 
hand, the Act has been extolled as the 
“Magna Charta” of independent business 
and “the lifeblood and the way of keep- 
ing open the door of the free enterprise 
system.” 

One of the most serious and persistent 
charges directed at the statute is that by 
encouraging price rigidity it promotes a 
philosophy of ‘“‘soft competition’’ as op- 
posed to the ‘hard competition” concept 
of the Sherman Antitrust Act. Despite 
the continued criticism of the Robinson- 
Patman Act, as administered, there has 
been little demand for its outright repeal. 
In fact, the only amendments seriously 
considered by the Congress have been 
those proposing to make clear the right of 
sellers individually to quote or sell on a 
delivered price basis and to compete in 
good faith by meeting lower prices of 
competitors. 


THE CONTROLLER 


It should be emphasized that each case 
of alleged price discrimination is largely 
governed by its own facts. Consequently, 
this article is not intended as an exhaus- 
tive treatment of all the problems un- 
der and ramifications of the Robinson- 
Patman Act but rather is an effort to state 
in general terms the present posture of the 
law. 

This summary was prompted in part by 
the continuing interest of NAM mem- 
bers in the pricing phases of the law and 
in part by the recent establishment of the 
“Attorney General’s National Committee 
to Study the Antitrust Laws.” This group, 
as a part of its study of the antitrust laws, 
will, as stated by the Attorney General, 
consider the Robinson-Patman Act and 
whether “‘it should be affirmed, eliminated 
or revised, and whether ‘hard competi- 
tion’ is completely incompatible with ‘soft 
competition,’ or whether it is a workable 
corollary.” 


RESPONSIBILITY OF SELLERS 

The original Clayton Act, as enacted 
in 1914, contained a provision which, with 
certain qualifications, made it unlawful 
for any person engaged in commerce to 
discriminate in price between different 
purchasers where the effect of such dis- 
crimination ‘‘may be to substantially lessen 
competition or tend to create a monopoly 
in any line of commerce.’ The courts held 
that in order to constitute an unlawful 
price discrimination under this provision, 
there must be a showing of an actual prob- 
ability of serious injury to competitive 
conditions in an industry generally. The 
cases seem to have proceeded upon the 
theory that a substantial lessening of com- 
petition or a tendency to monopoly re- 
quired a showing similar to that called for 
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under the Sherman Act, namely, such an 
unreasonable or undue restraint of com- 
petition as would injuriously affect the 
public. (See e.g., Ladoga Canning Co. v. 
American Can Co., 44 Fed. 2d 763, Cert. 
denied, 282 U.S. 899.) 

The difficulty in establishing this re- 
quisite effect on competition was one of 
several factors which prompted Congress 
to enact the Robinson-Patman Act amend- 
ments to the Clayton Act in 1936. This 
view is reflected in the Committee Reports 
on this legislation, where, for instance, it 
was stated that “The existing law has in 
practice been too restrictive in requiring a 
showing of general injury to competitive 
conditions in the line of commerce con- 
cerned . . .” (House Rep. No. 2287, 
74th Cong., 2d Sess.) Thus the Robinson- 
Patman Act, in an attempt to cure this 
asserted deficiency, created new standards 
for determining the type of competition 
dealt with by the law and also included 
the buyer within its scope. In addition, it 
forbids other classes of discrimination not 
directly involving prices and makes un- 
lawful the payment or receipt of broker- 
age commissions except under certain con- 
ditions. 

Section 2(a) of the Clayton Act, as 
amended by the Robinson-Patman Act, is 
directed principally toward sellers and is 
the basic provision of the law dealing with 
price discrimination. It prohibits any per- 
son engaged in commerce from discrimi- 
nating in price between different purchas- 
ers in the sale of goods of like grade and 
quality where the effect “may be sub- 
stantially to lessen competition or tend to 
create a monopoly in any line of com- 
merce, or to injure, destroy, or prevent 
competition with any person who either 
grants or knowingly receives the benefit of 
such discrimination, or with customers of 
either of them.’ Thus, the Act, as 
amended, retained the competitive injury 
standards of the prior law. It also nar- 
rowed the competitive effect necessary to 
bring a given discrimination within the 
prohibition of the law and made clear 
that all levels of competition—manufac- 
turing, wholesaling, and retailing—were 
included within its scope. 

Despite the broadening of the coverage 
of the statute by the amendment, it is ap- 
parent that Section 2(a) was not intended 
to prohibit any and all price discrimina- 
tions. Rather, it appears more logical to 
interpret this provision as reaching only 














those price discriminations which have a 
tendency to “substantially” affect compe- 
tition, either in a broad sense or between 
individuals. However, virtually all em- 
nage in establishing competitive effect 

as been placed on the injury occurring 
in an individual competitive situation in- 
stead of on the injury to competition in its 
generic sense. Thus, for all practical pur- 
poses, there no longer exists any real dis- 
tinction between the several competitive 
tests. Instead, they have been merged into 
' the lesser standard of injury to or pre- 
vention of competition between individual 
competitors. 

This narrow concept of the Federal 
Trade Commission for determining com- 
petitive effect was adopted by the Supreme 
Court in Morton Salt Co. v. FTC (1948), 
334 U.S. 37. In that case the court said: 


“We think that the language of the Act, 
and the legislative history . . . show 
that Congress meant by using the words 
‘discrimination in price’ in Section 2 
that in a case involving competitive in- 
jury between a seller’s customers the 
Commission need only prove that a 
seller had charged one purchaser a 
higher price for like goods than he had 
charged one or more of the purchaser’s 
competitors.” 


The legislative history relied upon by 
the Court pointed out that the Robinson- 
Patman Act amendment to Section 2(a): 


“tends to exclude from the bill other- 
wise harmless violations of its letter, but 
accomplishes a substantial broadening 
of a similar clause now contained in 
section 2 of the Clayton Act. The latter 
has in practice been too restrictive, in 
requiring a showing of general injury 
to competitive conditions in the line of 
commerce concerned; whereas the more 
immediately important concern is in 
injury to the competitor victimized by 
the discrimination. Only through such 
injuries, in fact, can the larger general 
injury result, and to catch the weed in 
the seed will keep it from coming to 
flower.” (Sen. Rep. No. 1502, 74th 
Cong., 2d Sess.) 


In the Morton Salt case the Court also 
held, as regards the ne of evidence 
required to support findings of the ad- 
verse effect, that the Act “was intended to 
justify a finding of injury to competition 
by a showing of ‘injury to the competitor 
victimized by the discrimination’.”” Fi- 
nally, the Court held, as to the likelihood 
of occurrence of competitive injury, that: 


“the statute does not require that the 
discriminations must in fact have 
harmed competition, but only that there 
is a reasonable possibility that they 
‘may’ have such an effect.” 


It thus seems clear that the emphasis in 
price discrimination cases has shifted to 
the competitive effect which may possibly 








occur between individual competitors at 
any level of competition, and ay 
of the substantiality of any such adverse 
effect is no longer necessary. 

Under Section 2(b) of the statute, once 
the Federal Trade Commission has estab- 
lished a prima facie case of price discrim- 
ination, the burden of rebutting such case 
shifts to the person charged with a viola- 
tion. Unless justification “shall be affirma- 
tively shown” the Commission is author- 
ized to issue an order “terminating the 
discrimination.” 

Prima facie cases of price discrimination 
(presumably by proof of price differences 
between different purchasers) may be re- 
butted either by showing that the differ- 
ences resulted from savings in costs or 
were made in good faith to meet compe- 
tition. 


COST SAVINGS 

The cost justification defense is ordi- 
narily in issue as a result of the seller al- 
lowing one or more of the various types 
of discounts to some but not all of his 
customers. Obviously no problem is in- 
volved so long as the seller grants all his 
customers the same discount or, that is, so 
long as they all pay the same price. It is 
only when a price differential between 
different purchasers is allowed that the 
prohibitions of Section 2(a) become in- 
volved. Price differences usually take the 
form of quantity discounts, volume dis- 
counts, or functional discounts. 

Quantity discounts are normally based 
on the dollar amount bought at a single 
time with the purchaser making a firm 
commitment to purchase the specific quan- 
tity in question. Volume discounts, how- 
ever, are based upon total dollar purchases 
over a period of time without any firm 











commitment by the buyer to purchase a 
specific quantity. Since both discounts nec- 
essarily involve a difference in average 
unit cost to purchasers of different quan- 
tities, both must be cost justified under 
the Section 2(a) proviso to withstand a 
charge of price Sietcenie. Volume 
discounts apparently cannot be accurately 
cost justified by any method yet devised. 
(See e.g., DeBevoise, Problems of Pricing, 
1953.) Quantity discounts have not fared 
much better, but it does appear that a pos- 
sibility exists for establishing cost justifica- 
tion for such discounts in some instances. 

In the most recent Supreme Court de- 
cision dealing with quantity discounts it 
was held that such discounts could be cost 
justified by a seller only when he proves 
that “the full amount of the discount is 
based on his actual savings in cost.” (Mor- 
ton Salt Co. v. FTC, supra. See also NAM 
Law Digest, June 1948.) 

The difficulty encountered by a seller in 
attempting to establish ‘‘actual savings in 
cost’” is demonstrated by the fact that, 
except for one early case, the only known 
example of a successful cost defense oc- 
curred in Minneapolis-Honeywell Regu- 
lator Co. (1948), 44 FTC 351. In that 
case the Trade Commission accepted a cost 
study as justifying some, but not all, brack- 
ets in the seller’s discount schedule since 
such study was ‘‘made in good faith and 
in accordance with sound accounting prin- 
ciples.” 

The extreme difficulty of cost justifying 
a quantity discount has been recognized 
only recently by the Supreme Court in 
Automatic Canteen Co. v. FTC, 97 L. ed 
(Advance p. 899), decided June 8, 1953. 
In that case the court observed that “Proof 
of a cost justification being what it is, too 
often no one can ascertain whether a price 
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is cost-justified.’” Thus, the Court added: 


“whenever costs have been in issue, the 
Commission has not been content with 
accounting estimates; a study seems to 
be required, involving perhaps stop- 
watch studies of time spent by some 
personnel such as salesmen and truck 
drivers, numerical counts of invoices or 
bills and in some instances of the num- 
ber of items or entries on such records, 
or other such quantitative measure- 
ment of the operation of a business.” 


Despite the almost insurmountable bar- 
riers heretofore encountered by business- 
men in attempting to establish cost justi- 
fication, there are indications that some- 
thing less than ‘‘stop-watch studies’’ may 
be given some evidentiary value in the 
future. Thus, in the Champion Spark Plug 
case, FTC Dck’t. No. 3977, July 10, 


1953, although the company did not suc- 
ceed in establishing the cost-justification 
defense, the Commission did state: 


“The fact that estimates are used in an 
attempted cost justification does not of 
itself make such cost justification wholly 
void of probative value.” 


The present Chairman of the Trade 
Commission has also evidenced concern 
with the problems involved in cost-justi- 
fying discounts. He said in a speech on 
June 18, 1953, that “it has been very dif- 
ficult, if not impossible, to determine 
precisely what cost savings are allowable 
and how they may be proved.” In an at- 
tempt to alleviate this situation, the Chair- 
man announced on August 19, 1953, the 
creation of an advisory Committee on 
Cost Justification. The function of this 
Committee will be: 


FTC NAMES MEMBERS OF ADVISORY COMMITTEE 
ON COST JUSTIFICATION 


Members of the Advisory Committee on Cost Justifica- 
tion (mentioned in this article), as recently announced by 
Edward F. Howrey, chairman of the Federal Trade Com- 


mission, are: 


Professor H. F. Taggart, dean of the School of Business 
Administration, University of Michigan, Ann Arbor, Mich- 
igan, who will serve as chairman of the Committee; C. R. 
Fay, comptroller, Pittsburgh Plate Glass Company, Pitts- 
burgh, Pa.; Alvin R. Jennings, New York; E. W. Kelley, 
treasurer, Macy’s Kansas City, Kansas City, Mo.; H. T. Mc- 
Anly, Ernst & Ernst, Cleveland, Ohio; Albert E. Sawyer, 
New York; and Otto F. Taylor, New York. Professor Tag- 
gart, Mr. Fay and Mr. Kelley are members of Controllers 


Institute. 


Chairman Howrey explained that the members of the 
Advisory Committee are not to be regarded as employes of 
the Federal Trade Commission. The work of the Committee 
is advisory only and its functions will be confined to making 
recommendations to the Federal Trade Commission. 

Arthur E. Lundvall, chief of the Commission’s Division 
of Accounting, will serve as consultant to the Committee, 
which at present has been limited to a small working group 
of accounting specialists. As this important work of strength- 
ening the administration of the Robinson-Patman Act and 
obtaining wider compliance with its provisions progresses, 
Chairman Howrey said “it will be desirable to obtain the 
widest possible expressions of views. With this in mind, I 
have asked Professor Taggart to invite persons representa- 
tive of interested private organizations and groups to sub- 
mit their views to the Committee for its consideration and 


study.” 


Communications should be addressed to Professor H. F. 
Taggart, Chairman, Advisory Committee on Cost Justifica- 
tion, Federal Trade Commission, Washington 25, D. C. 


THE CONTROLLER 


JANUARY 1954 








20 


“(1) To ascertain whether it is feasible 
for the Commission to develop stand- 
ards of proof and procedures for costing 
which can be adopted by the Commis- 
sion as guides to business enterprises. 
To the extent that such standards of 
proof and reliable guides to satisfactory 
costing procedures can be developed, 
sellers who wish to facilitate a deter- 
mination of compliance with the Rob- 
inson-Patman Act can organize their 
cost records accordingly. Thus business 
firms could keep their costs in a form 
which would enable them most readily 
to prepare the data required to show 
that price differences reflect no more 
than ‘due allowance’ for cost differences. 


“(2) To advise the Commission con- 
cerning the part which accounting 
should play in the initiation and investi- 
gation of cases. 

“This advice would concern procedures 
prior to the issuance of a formal com- 
plaint, during which time the proposed 
respondent should have an opportunity 
to give preliminary information on cost 
justification. 


“(3) To advise the Commission on 
procedures which relate to cost justifica- 
tion after complaint has been issued.” 


Functional discounts, unlike volume or 
quantity discounts, are granted to certain 
purchasers, such as wholesalers or jobbers, 
regardless of quantities weary solely 
because of functions performed. Such dis- 
counts are neither permitted nor prohib- 
ited by the language of the Skate. 
Patman Act and have been in issue before 
the Trade Commission in only a few in- 
stances. 

It appears that the essential justification 
for functional discounts lies in the fact 
that it represents a price difference be- 
tween different classes of customers who 
are not in competition and thus no injury 
is traceable to it. However, great care must 
be taken by sellers in classifying customers 
to avoid granting such discounts to pur- 
chasers ‘‘who in fact compete’’ with others 
not receiving such lower prices. In the 
case of FTC v. Ruberoid (1952), 343 
U.S. 470, the Supreme Court upheld a 
Trade Commission cease and desist order 
which prohibited the company from dis- 
tinguishing pricewise between what the 
company had classified as wholesalers, re- 
tailers and applicators because such classi- 
fication of customers ‘‘did not follow real 
functional differences.” 

Similarly, the Trade Commission on 
July 10, 1953, in the so-called “Spark 
Piug”’ cases, FTC Dck’t. Nos. 3977, 5620 
and 5624, ruled that plugs sold to auto- 
mobile manufacturers at a price lower 
than the price paid by others purchasing 
plugs for resale for replacement purposes 
“were used in entirely separate business 
operations” and that the buyers paying the 
different prices “do not compete in the 














resale of the spark plugs.” Accordingly, 
it dismissed the charge that these dis- 
counts, classified as either functional or 
‘ay differences between segregated mar- 
ets, represented price discriminations in 
violation of Section 2(a) of the Robinson- 
Patman Act. It thus seems clear that func- 
tional discounts are lawful under the Act 
so long as classification of customers fol- 
lows ‘‘real functional differences.” 


“GOOD FAITH” DEFENSE 

As indicated earlier, Section 2(b) pro- 
vides that a seller may rebut a prima facie 
case by showing that his lower price “‘was 
made in good faith to meet an equally 
low price of a competitor.” 

The Trade Commission, in Standard 
Oil of Indiana v. FTC (1951), 340 USS. 
231, contended that the good faith meet- 
ing of competition did not constitute an 
absolute defense to a price discrimination 
charge if the seller's lower price tended 
to injure or destroy competition. The Su- 
preme Court, however, reversed and ruled 
in a 5-3 decision that ‘‘it is a complete de- 
fense to a charge of price discrimination 
for the seller to show that its price differ- 
ential has been made in good faith to 
meet a lawful and equally low price of a 
competitor.” (See NAM Law Digest, 
March 1951 and March 1953). Thus the 
Court remanded the case to the Trade 
Commission for findings as to whether 
the company’s price reduction was made 
in “good faith” to meet an equally low 
price of a competitor. Such findings had 
not been made in the initial proceedings 
since the Commission ruled the defense as 
immaterial in view of its finding of com- 
petitive injury. On remand, the Trade 
Commission found that the company had 
not sustained the burden os establishing 
the “good faith’ defense. 

The findings in the Standard Oil case 
did not fix any standards to guide busi- 
nessmen in determining the nature and 
extent of the proof which will be re- 
aya by the Trade Commission in or- 

er to establish the good faith defense. It 
should be noted, however, that subsequent 
to such ruling, the Trade Commission has 
changed its position as to the character 
of this defense. Thus on June 16, 1953, 
in a letter to the Senate Judiciary Com- 
mittee regarding pending legislative pro- 
posals designed to write into law the Su- 
preme Court holding in the Standard Oil 
case, the Trade Commission said: 


“We believe that the right to meet a 
lower price which a competitor is offer- 
ing to a customer, when this is done in 
good faith, is the essence of competi- 
tion and must be permitted in a free 
competitive economy.” 


It seems reasonable to assume, there- 
fore, that henceforth the Commission will 
be somewhat more receptive to evidence 
showing good faith in meeting competi- 
tors’ prices. 
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“4 make a motion we concede him the argument, in view of the 
fact he owns eighty per cent of the company’s stock!” 


RESPONSIBILITY OF BUYER 

Section 2(f) of the statute makes it un- 
lawful for any person engaged in com- 
merce ‘knowingly to induce or receive” a 
price discrimination prohibited by Section 
2. This provision came before the courts 
for the first time in Automatic Canteen 
Company v. FTC, supra. In that case the 
Court of Appeals, in enforcing the Trade 
Commission’s cease and desist order, had 
construed this provision as imposing the 
same burden upon the buyer of proving 
cost justification as that placed on a seller 
charged with violating Section 2(a). Thus 
it was held that the Trade Commission 
established a prima facie case of viola- 
tion by proof that the buyer knowingly 
received lower prices than other buyers 
under circumstances where the requisite 
effect on competition had been shown. 
(See NAM Law Digest, December 1952). 

On appeal, the Supreme Court reversed 
and held that the Trade Commission does 
not establish a prima facie case by a mere 
showing of a knowing receipt or induce- 
ment of a price difference by the buyer. 
In its opinion the Court recognized that 
“precision of expression is not an out- 
standing characteristic’ of the Act but 
said it was unable to “read this ambigu- 
ous language as putting the buyer at his 
peril whenever he engages in price bar- 
gaining.” 

The Court pointed out that Section 
2(f) ‘“‘does not reach all cases of buyer 
receipt of a prohibited discrimination in 
prices” but instead makes it unlawful 
“only to induce or receive prices known 
to be prohibited discriminations.” Thus 
the Court found that the buyer is liable 
under this provision only if the Trade 
Commission establishes (1) that the 
buyer knew the prices received by him 
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were lower than those received by com- 
peting purchasers, (2) that the lower 
prices received by the buyer do not come 
within one of the seller’s defenses, and 
(3) that the buyer knew such prices 
could not be justified under one of such 
defenses. 

The Court said that a seller himself 
has a “considerable burden’’ in demon- 
strating costs and that the buyer does not 
have his seller's cost data available “and 
for good reason should not be required 
to obtain it.’’ Hence, the Court added: 

“Insistence on proof of costs by the 
buyer might thus have other implica- 
tions; it would almost inevitably require 
a degree of cooperation between buyer 
and seller, as against other buyers, that 
may offend other antitrust policies, and 
it might also expose the seller’s cost 
secrets to the prejudice of arm’s-length 
bargaining in the future.” 


It should also be noted that the Court 
voiced the opinion that “the Commission 
may in many instances find it not incon- 
venient to join the offending seller in the 
proceeding.” Thus the Court suggested 
that in Section 2(f) proceedings the 
Commission join both seller and buyer in 
order to obtain the necessary evidence 
from the seller to prove a violation by the 
buyer. 

As a result of the decision in the Avto- 
matic Canteen case, the Commission has 
dismissed several cases which were pend- 
ing against buyers charged with receiving 
unlawful price discriminations. 


MISCELLANEOUS PROHIBITIONS 

In addition to the foregoing, the Act 
also prohibits, in Section 2(c), the pay- 
ment or receipt by either the buyer or 
seller to the other or to the agent of 


JANUARY 1954 











either, of anything of value as brokerage, 
commission or compensation. In a series 
of cases it has become well settled that 
(1) an intermediary which acts for the 
buyer, or which is controlled however in- 
directly by the buyer, cannot be paid or 
receive brokerage even for services ren- 
dered to the seller, (2) a seller who ordi- 
narily utilizes brokers in selling a product 
may not reflect the nonuse of brokers in 
his price to particular customers, (3) 
these principles apply to sales made to a 
bona fide broker who as part of his op- 
eration buys for his own account, and (4) 
the prohibitions apply to both buyers and 
sellers. It thus appears that “independent”’ 
brokers only are permitted to receive com- 
pensation “for services rendered.” (See 
NAM Law Digest, May 1945). 

Section 2(d) of the Act deals with 
services and facilities furnished by the 
buyer and paid for by the seller whereas 
Section 2(e) is concerned with services 
or facilities furnished by the seller to the 
buyer. Each of these provisions prohibits 
the oo" for or furnishing of services 
or facilities unless made available ‘‘on 


proportionally equal terms” to all other 
purchasers. 

In proceedings under Section 2(c), (d) 
and (e) it is not necessary for the Trade 
Commission to allege or prove any com- 
petitive injury, and none of the defenses 
provided for elsewhere in Section 2 are 
available against a charge under these 
provisions. 


ENFORCEMENT, REMEDIES, 
AND SANCTIONS 

The Federal Trade Commission has as- 
sumed the exclusive enforcement duties 
under Section 2 of the Robinson-Patman 
Act. In addition to Trade Commission 
proceedings which may result in issuance 
of a cease and desist order, the Depart- 
ment of Justice, although it has not done 
so, is also authorized to proceed against 
violations by suits in equity for an injunc- 
tion. Moreover, since Section 2 amends 
the Clayton Act, which is one of the “‘anti- 
trust laws,” violations also involve pos- 
sible treble damage actions by private per- 
sons under Section 4 of the Clayton Act. 

Section 3 provides a fine of $5,000, or 


GOVERNMENT FORMS TAKE 112 MILLION MAN-HOURS 


More than 11/4 million man-hours are consumed annually 
by automotive companies in filling out forms and question- 
naires for the Federal Government, a survey of the industry 


has revealed. 


The figure is based on a study made by the Automobile 
Manufacturers Association to determine the amount of 
paper work involved in complying with the various govern- 
ment controls now in effect. Out of a total of 49 motor ve- 
hicle manufacturers queried, 22 supplied data for the study, 
including nearly all of the larger companies. 

The survey did not cover voluminous reports that auto- 
motive companies are required to supply the Office of Price 
Stabilization and the Wage Stabilization Board. 

Results of the survey were forwarded to the Bureau of 
the Budget, for possible use in coordinating and simplifying 
the many government forms and questionnaires required of 


industry. 


The total of 114 million man-hours is equivalent to a 
year’s work by a full time force of 750 employes. On a 
conservative basis, the annual cost of this work is estimated 


to be more than $5 million. 


Some 784,000 man-hours were spent on forms for the 
Controlled Materials Plan alone. 

It took more than 305,000 man-hours to fill out automo- 
tive industry federal tax forms, which are far more complex 
than those familiar to individual taxpayers. 


—Automobile Facts 
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imprisonment for not more than one year, 
or both, for violations of the Act. The De- 
partment of Justice is charged with the 
sole responsibility for enforcing this 
criminal provision but it does not appear 
that it has been invoked except on one 
occasion. 


CONCLUSIONS AND COMMENT 

On the basis of the foregoing brief dis- 
cussion, it seems clear that the Federal 
Trade Commission can establish a prima 
facie case of price discrimination against 
a seller by simply showing (1) that differ- 
ent prices have been granted to differ- 
ent purchasers for goods of like grade and 
quality, and (2) that there is a “reasonable 
possibility” that such | ra difference may 
injure, prevent, or destroy competition. 
Unless such a prima facie case is rebutted 
by showing that the prices were justified 
on the basis of savings in cost or were 
made in good faith to meet the equally 
low price of a competitor, the Trade Com- 
mission may enter and enforce a cease and 
desist order. 

It should be noted that, as a result of 
the Robinson-Patman amendments to the 
Clayton Act, the emphasis has shifted 
from the broad concept of competition to 
the narrow, so that it is presently the effect 
of the pricing practices in question upon 
individuals, rather than the public at large, 
which brings the law into operation. It is 
this shift which has given rise to the 
charge that the Robinson-Patman Act is 
a law of “soft competition” which works 
at cross purposes with the philosophy of 
the Sherman Act. 

This conflict in the antitrust laws was 
one of the factors underlying the estab- 
lishment of the “Attorney General’s Na- 
tional Committee to Study the Antitrust 
Laws.”” As heretofore stated, this group 
will consider the Robinson-Patman Act 
and whether “hard competition” is com- 
pletely incompatible with ‘‘soft competi- 
tion” or whether it is a workable corollary. 
In addition, this advisory Committee will 
consider, among other things: (1) the 
nature and extent of monopolies; (2) the 
“rule of reason” and the per se rule, with 
their respective possible limitations, ex- 
tensions or alternatives; (3) duplication 
of jurisdiction of enforcement agencies; 
(4) the “‘broad and technical’’ field of 
patents and trademarks; (5) existing ex- 
emptions under the antitrust laws, with 
particular reference to labor unions, coop- 
erative associations, trade associations, etc. ; 
(6) re-examination of the Webb-Pom- 
erene Act relating to foreign commerce; 
(7) the problems relating to mergers un- 
der the Clayton Act, the impact of recent 
decisions on interlocking directorates, the 
validity of the theory of conspiracy by 
implication, and of decisions resting on 
“conscious parallelism of action,’ and, 
finally, strengthening the penalty provi- 
sions of the antitrust laws in order that 
those guilty of deliberate wrongdoing may 
not enjoy the fruits of their illegal acts. 

















Do you know its g 
most important | 


use today? 


tyes may come as something of a surprise to 

you... but 65 different types of business, 
thousands of concerns, are now using Recordak 
Microfilming primarily to end costly manual 
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And, of course, when you use Recordak Micro- 
filming in daily systems work, you automatically 
get space savings up to 99% and increased pro- 
tection as extra dividends. 

It will certainly pay you to double-check 
your routines with a Recordak System Man soon! 
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R. K. Mautz, Associate Professor 
of Accountancy, University of 
Ilinois, Urbana, Illinois 


ROFESSOR ROBERT EISNER’S recent ar- 

ticle, “Conventional Depreciation Al- 
lowances versus Replacement Cost,” (THE 
CONTROLLER, November 1953, p. 513) 
calls for attention on two counts. First, he 
makes an interesting point; he demon- 
strates clearly that in a growing firm de- 
preciation charges exceed what he chooses 
to call “replacement costs.’ Second, he 
implies that this fact has significance in 
profit measurement, an implication that is 


= incorrect. It is the purpose of the 
ollowing paragraphs to point out the 
error in Professor Eisner’s implications 
and to warn others lest they be misled by 
what appear to be rather convincing ar- 
guments but which really consist of a com- 
plete misunderstanding of the nature of 
depreciation together with an unfortunate 
confusion of terms. 

Through the use of simple illustrative 
tables Professor Eisner shows that in an 


PROFESSOR EISNER’S ILLUSTRATIVE TABLE | 
Depreciation charges versus replacement requirements, without price changes 
(Assets lasting ten years; growth in rate of acquisition equals ten per year) 


(1) (3) 


Year 


(2) 
Assets acquired 
in current year 


Assets acquired 
in last ten years 


(5) 
Current de- 
preciation 
charges (one- 
tenth of assets 
acquired in 
last ten years) 


(4) 
Assets currently 
requiring replacement 
(Assets ten years 
old; hence assets 
acquired ten years 
earlier) 
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r First Ten Years 
Excess of 
depreciation 
over replacement 
requirements 


Current 
depreciation 
charges 


Assets currently 
requiring 
replacement 








100 
110 
120 
130 
140 
150 
160 
170 
180 
190 
200 
210 
220 
230 
240 


100 
210 
330 
460 
600 
750 
910 
1080 
1260 
1450 
1550 
1650 
1750 
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expanding firm there is a material dif- 
ference between the cost of replacing as- 
sets retired during the current year and the 
depreciation for that year as computed by 
conventional straight-line methods. His 
demonstration is simple, factual, and 
straightforward. The point is clear and 
there is no fault to be found with it. But 
this is not the end of his argument. Be- 
cause of this difference between the cost 
of replacing assets retired during a given 
year and the amount of so sag 
charged for the same year, Professor Eis- 
ner hastens to the conclusion that depre- 
ciation allowances must be overstated and 
corporate profits are thereby understated. 
He then proceeds to chide those who have 
called for depreciation on a replacement 
cost basis during this inflationary period 
because, he claims, they have failed to 
take into account the ‘‘phenomenon of 
growth” and to think the depreciation 
problem through to its ultimate conclu- 
sion. 

It is in his fallacious extension into the 
area of income determination that he 
goes astray. Whether this follows from a 
complete misunderstanding of the nature 
of net profit and the part depreciation 
charges play in its calculation or merely 
from his preoccupation with the “‘phe- 
nomenon of growth” is difficult and te 
haps unnecessary to say. That he does 
make such an error is clear. 


THE NATURE OF DEPRECIATION 

Before analyzing Professor Eisner’s con- 
clusions more carefully, let us summarize 
as simply and as briefly as possible the 
nature of depreciation and its place in in- 
come measurement. Most people ac- 
quainted with the nature of business op- 
erations view capital assets as something 
in the nature of a prepaid expense. As the 
assets are used in operations their service 
life is expended ; stated in the most simple 
terms, they wear out. They are used up 
just as an inventory of supplies or a pre- 
payment of rent or insurance is used up. 
If we are to determine net profit accurately 
we must give consideration to every cost 
incurred in obtaining revenue. Deprecia- 
tion, the cost of using capital assets, is 
such an item, and must be charged against 
the revenue it helps to — This calls 
for prorating the cost of capital assets over 
the period of their use as they contribute 
to revenue. Thus the cost of using such 
assets must be charged against the rev- 
enue obtained from their use if we are to 
get a reasonable measurement of net in- 
come. 

So that we may see the difference be- 
tween this generally accepted and wholly 
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logical concept of depreciation and the 
concept advocated by Professor Eisner it 
may be well to emphasize two points: 


1. Depreciation is the cost of using the 
assets now in use, not the cost of re- 
placing assets used sometime in the 
past. 

. Depreciation is not a matter of re- 
placing physical assets after they 
wear out and are retired; it is a rec- 
ognition of the usefulness of capital 
assets as they are literally consumed 
in operations. 


PROFESSOR EISNER’S ASSUMPTIONS 


In arriving at his conclusion that de- 
preciation charges are overstated, Profes- 
sor Eisner makes two serious errors: (1) 
he abandons the generally accepted con- 
cept of depreciation described in the 
preceding paragraph, and (2) he confuses 
the replacement cost of assets now in use 
with the cost of replacement of assets 
formerly in use and retired during the 
current year. Let us examine these errors 
one atatime. (Continued on page 38) 


Frank L. Griffith, vice president 
and comptroller, Peoples Gas 
Light & Coke Co., Chicago 


N THE November issue of THE CON- 
TROLLER, an article by Professor Robert 
Eisner first assumed a contention that de- 
preciation peeves should provide funds 
adequate for property replacement and 
then attempted to demonstrate that depre- 
ciation charges based on original cost will 
be more than sufficient to provide funds 
for asset replacement. Both the tables and 
the conclusions in the article rest on several 
false premises. 

The initial and basic false premise is 
that the ig ee of depreciation charges is 
to provide funds in amounts needed for 
the current purchase of property replace- 
ments. Properly, the purpose of deprecia- 
tion charges is to recover the cost of the 
service value of assets which is consumed 
in rendering services or producing a prod- 
uct in a given period. The use to be made 
of the funds produced by reason of depre- 
ciation charges is a matter of managerial 
discretion unlimited in any way by relation 
to the replacement of assets. Therefore, his 
Table I fallaciously is interpreted to indi- 
cate that the amount of current deprecia- 
tion charges in the 11th year, namely 
$145.00, is more than sufficient to provide 
for replacement. Actually, in his Table I, 
the excess of $45.00 over the replacement 
cost represents the 11th year’s portion of 
the consumption of each year's growth 
from year 2 through year 11, inclusive. 


Depreciation Allowances 


The amount of that growth, for the pur- 
pose of his table, was $450.00. One tenth 
of that $450.00 was consumed during the 
11th year and accounts for the $45.00 
which therefore had no real relationship to 
the ‘starting’ property. 

Further, the fallacies in the article can be 
demonstrated effectively by a table which 
reflects a price increase of 5 points per 
year (see Professor Eisner) similar to that 
in Table II in the article but no growth. 


This table effectively demonstrates that the 
removal of the growth characteristic pres- 
ent in Tad/e II in the original article will 
provide depreciation charges based on past 
costs which are inadequate as a source of 
funds with which to effect replacement. 

A similar table, constructed by assuming 
the same growth pattern as Professor Eis- 
ner does, but with the further assumption 
that the growth pattern will be completely 
reversed in the years 16 to 26 on exactly 
the same decline as was assumed for 
growth in the article, i.e., a decline of 10 
(points) per year beginning with the 16th 
year, would produce assets acquired in the 
29th year of only 100. Such a table is as 
follows: (Continued on page 38) 


PROFESSOR EISNER’S ILLUSTRATIVE TABLE II 
Depreciation charges versus replacement requirements with rising prices (Assets lasting 
ten years; real growth in rate of acquisition equals ten per year, growth accountable 
dint to price increases equals five per year) 


(1) (2) (3) 
Year Increase in 
asset acquisi- 
tion accountable 
to price increase 
since year 1 


Assets acquired 
in current year 


100 
115 
130 
145 
160 
175 
190 
205 
220 
235 
250 
265 
280 
295 
310 


1 
2 
3 
4 
5 
6 
7 
8 
9 


Assets 
acquired in 
current 
year 


100 
105 
110 
115 
120 
125 
130 
135 
140 
145 
150 
155 
160 
165 
170 


Price 
increase 





acquired in 


(4) (5) (6) 

Assets Current depre- 
acquired ciation charges 
in last ten (one-tenth of 

years assets acquired 
in last ten years) 


Assets currently 
requiring replace- 
ment (Assets ac- 
quired ten years 
earlier, adjusted 
by price increase 
since acquisition) 


1675 
1825 
1975 
2125 
2275 


167.5 
182.5 
197.5 
212.5 
227.5 


Assets 
Depreciation 
1/10 of 


original cost 


last 10 


years Replacements 


122.5 
127.5 
132.5 
137.5 
142.5 
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Changing Concept of 
Casualty Insurance 


Harold W. Horton 


HE CASUALTY INSURANCE INDUSTRY 
Tan grown large and successful on the 
theory that a satisfactory spread of risk 
among many exposures would enable the 
companies to pay for the unfortunate 
losses of the few. Webster defines insur- 
ance as a “contract whereby one party 
undertakes to indemnify or guarantee an- 
other against loss by a contingent event.” 
In turn, “contingent” means something 
that may or may not occur. The historical 
use of the term “insurance” in such fields 
as fire and ocean marine continues to 
hold true. In these cases, many properties 
are insured at an adequate premium to 
take care of infrequent losses. It is also 
true that personal lines of insurance such 
as automobile, fire, life, accident and 
health, etc., provide essential protection to 
individuals and small businesses. It is a 
shortsighted person who gambles exces- 
sively on self-assumption of many of these 
risks. 


SEVERITY AND FREQUENCY 

Insurance underwriters, in their deliber- 
ations, concern themselves largely with 
two words—severity and frequency. In- 
surance salesmen translate the term “‘se- 
verity” into “security of protection’’ when 
the big loss comes along. Insurance is 
purchased to cover the possibility of a 
catastrophe loss (a variable, since a loss 
to a home, or a death to a wage earner 


Lansing Brown 


is as catastrophic to a family, as a de- 
struction of a factory may be to a corpora- 
tion). The writer personally interprets 
insurance as being essential where severity 
is the big problem. 

Frequency is another matter. We have 
witnessed the writing of such things as 
parcel post insurance as an_ essential 
coverage for occasional losses wher’ a firm 
is small with relatively less importance 
being attached to frequent parcel post 
losses as the firm grows large. Sooner or 
later the underwriters require the firm to 
pay for its losses, plus underwriter’s fixed 
charges. After a while, bookkeeping inci- 
dental to parcel post claims becomes a 
nuisance to the buyer; it is little more 
than trading whole dollars for fifty or 
sixty cent returns. An alert management 
soon realizes this to be an economic loss 
to the firm and eventually drops the cover- 
age. In its place it assumes its own risk. 
Even though frequency of loss remains 
constant, it salvages 40% to 50% (being 
the underwriter’s expected retention for 
handling). 

“Frequency of loss” is similar to the 
throw of the dice. The (unwritten) law 
of large numbers is that, if a pair of dice 
are thrown 100,000 times, some of the 
numbers will turn up more frequently 
than others. Six’s, seven’s and eight’s 
will be thrown more times than two’s, 
three’s and twelve’s. 


HAROLD W. HORTON, after graduation from Northwest- 
ern University (B.S.) 1935, spent the ensuing 18 years in a 
number of capacities in the fire and casualty fields. For 
the past eight years he has operated his own independent 
consulting firm in Los Angeles. Among his clients are 
Rexall Drug Co., Walt Disney Productions, Griffith Co., 
and the University of Southern California. He has also con- 
tributed articles on corporate insurance buying to various 
magazines including “How to Get the Most Out of Your 
Insurance Coverage”—THE CONTROLLER, May 1948 issue. 
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To insurance underwriters, a certain 
number of losses with regularity will 
turn up for every $100,000 in premiums 
written. Depending on the type of insur- 
ance, they expect to pay out 50% to 60% 
of the premiums in losses. If they can fix 
their maximum loss at a given figure, 
write enough policies at an adequate pre- 
mium with a limited maximum any one 
loss, they will close their books at the 
end of the year with an underwriting 
profit, which after all, is their only reason 
for being in business. 


WORKMEN’S COMPENSATION CLAIMS 

In the past, workmen’s compensation 
and public liability insurance have been 
successfully written on the theory that 
small businesses have infrequent losses 
that can be successfully handled with ade- 
quate premium income. However, changes 
have come about in this picture due to sev- 
eral factors: (1) Increased size of firms, 
(2) increased payrolls (on which premium 
is generally based), (3) a greater flow of 
money in commerce, resulting in inflation- 
ary claims against industry directly, and 
through them, against the underwriters. 

Workmen’s compensation claims have 
a relatively fixed maximum loss possibility. 
An industrial accident is reserved at the 
underwriter’s estimate of medical costs 
plus disability payments on a statutory 
schedule. The claim has the same value 
whether the accident happens to a small 
businessman's employe or to the large cor- 
poration’s employe. A $10,000 claim 
against the little businessman might be 
disastrous, but to the corporation paying 
premiums at a rate of $50,000 a year, the 
claim may not create, a particular prob- 
lem. Nevertheless, the underwriter has the 
view of hundreds, maybe thousands, of 
such cases and he visualizes a large num- 
ber of such cases occurring wherever in- 
dustrial activity is great. He also visu- 
alizes catastrophic claims arising out of 
explosions, epidemics, etc. Most under- 
writers, being ultraconservative, like to 
make certain that premium income will be 
sufficient to cover all contingencies and, 
with that in mind, have devised several 
vehicles to protect themselves. 











RETROSPECTIVE RATING 

The simplest method is through the 
various plans which carry the title of “‘ret- 
rospective rating.” This idea contemplates 
the fixed rates as established by rating 
bureaus as a starting point only. In Cali- 
fornia for example, rates for each indus- 
trial classification are established by a 
Rating Bureau under the control of the 
State Insurance Department. It establishes 
rates based upon incurred losses as re- 
ported by commercial workmen's com- 
pensation underwriters. Rates can be modi- 
fied by a surcharge over manual (if an 
individual firm has adverse experience) 
or by a credit (if the experience has been 
favorable). Using a standard policy, small 
companies find it possible to establish 
unit costs at the start of the policy with 
the knowledge that their maximum cost 
during that year will be no higher. 

Bureau rates (modified as explained) 
when converted into premiums, are known 
as “standard.” The policyholder who buys 
a retrospective plan is offered an oppor- 
tunity for further savings if experience 
is good, but a penalty premium if it is 
unfavorable. Examples (under a retro- 
spective plan) are: 


Standard 
Premium Minimum Maximum 
$ 20,000.00 $13,500.00 $ 29,000.00 
40,000.00 22,800.00 54,800.00 
100,000.00 50,000.00 128,000.00 


The plan provides for final adjustment 
some two and one-half years after the 
policy has expired. If premium develops 
porpesty within ‘“‘standard’” rates, the 
uyer may allocate that money as expense 
during the current year. If losses take an 
adverse turn during the ensuing two and 
one-half years, the above examples might 
develop penalties of $9,000, $14,000 and 
$28,000 respectively. If called upon to pay 
these penalties, a risk finds itself buying a 
“dead horse,” since it is paying bills out 
of current income for obligations created 
in previous years. This makes it difficult to 
close the account within a reasonable time. 
The recent trend in California has been 
to force large premium accounts into retro- 
spective plans, since this gives the under- 
writing companies a better chance to come 
out favorably on the individual risk. 


“PACKAGE” DEAL 

Simply stated, the underwriters expect 
the larger risks to be self-rating. As the 
idea has become accepted by insurance 
buyers, the underwriters have made an- 
other move toward the same goal of ex- 
pecting a risk to stand on its own, by tying 
in other casualty lines such as public 
liability and automobile fleet. The un- 
derwriters refer to this unofficially as a 
“package” deal, but officially one such 
plan is known as Plan D. 

In this way, a large buyer of insurance 
guarantees that he will pay the under- 
writer a certain premium when the policy 





starts, with the provision that if it works 
out well, he will be rewarded by a return 
premium. This creates an incentive for 
the buyer to institute substantial safety 
programs. On the other hand, if the risk 
turns out poorly, the buyer promises to 
help make up the underwriting deficit. 
Translated into a construction man’s jan- 
guage, he is buying his insurance on a 
cost-plus-a-fixed-fee basis. He is paying 
an underwriter for servicing his account. 
He is called upon to pay his own losses, 
pay the underwriter for loss prevention 
service, claim investigating and adjusting 
services, plus a profit. 

Thus workmen’s compensation, public 
liability and automobile fleet (in some 
cases) actually are no longer insurance in 
the historical sense, but self-insurance em- 

loying a service organization on a fee 
th for taking care of expenditures. 

It is obvious that many corporations 
look at casualty underwriters in this light, 
and employ them under a contract (known 
as an insurance policy) for this purpose. 
The large corporations recognize that their 
own assets may be many times greater than 
their casualty underwriter, so the question 
of protection against large losses becomes 
academic. They are willing to pay a fee 
for the service which a good underwriter 
offers. 


“SELF-ASSUMPTION” TREND 

It is unfortunate in our opinion that the 
arrangement is not working out entirely as 
contemplated by underwriters. The buyers 
realize that they no longer have a fixed 
expense, and that their liabilities may ex- 
tend for some years. They also look at 
the “minimum” premiums as being too 
high, even with an outstanding loss rec- 
ord. The result is a movement toward 
self-assumption of the risk with an excess 
policy to cover single losses over $10,000, 
$15,000 or $25,000. Under this method, 
the premium shown above as examples 





pired. By then, they have reviewed the 
policy year in retrospect and are satisfied 
that all losses are reported and medical 
prognoses of injuries have been accurately 
determined. Thus, insurance of risk has 
become subordinated to servicing of the 


policy. 


SELF-INSURED PROGRAM PHASES 

In contrast, the buyer who may have 
been forced into a retrospective program 
may feel that he is trading dollars for a 
fee. He knows that a final adjustment will 
not be made for 30 months after his policy 
has expired. He knows that he must pay 
standard premiums to an underwriter ioc 
ing the term of the policy regardless of 
loss experience. This expense is as man- 
datory as taxes. Regardless of the ultimate 
outcome of losses, this leaves substantial 
sums of money for many months in the 
hands of underwriters. He realizes that 
at the time of final adjustment few, if any, 
open claims remain. He reasons that claims 
eventually “wash out’ whether or not 
commercial insurance is purchased. He rec- 
ognizes that the real problem is one of 
frequency and that relatively small amounts 
paid to injured employes as required by 
law would be less than premium payments. 
He knows that loss prevention and skilled 
claims work are essential, and that good 
results can be expected only with a con- 
certed loss prevention drive within his 
own organization by his own personnel 
(with or without an insured plan). There- 
fore, if he puts the same effort necessary 
to reach 2 minimum cost under an insured 
retrospective plan, his chances become 
even better to lower his cost below this 
minimum with a self-insured program. 
Before converting to a self-insured pro- 
gram, he measures the problem with sev- 
eral yardsticks, as follows: 


1. Size of premium and past experience ; 
2. Geographical distribution of em- 


may be largely salvageable with good con- loyes ; 
trol, for example:— 3. Availability of qualified personnel; 
Standard Minimum Estimated Total Savings Under 
Premium Losses Expenses (20%) Cost Minimum 
$ 20,000.00 $ 1,000.00 $ 2,000.00 $ 3,000.00 $10,500.00 
40,000.00 4,000.00 8,000.00 12,000.00 10,000.00 
100,000.00 10,000.00 20,000.00 30,000.00 20,000.00 
If losses are poor, the excess policy will and 


tend to cut out catastrophe possibilities 
and at the worst, a firm may be willing to 
gamble that it can stay under the maxi- 
mum provided by a retrospective plan. 

In conclusion, casualty underwriters are 
concerned about the possibility of having 
adverse loss experience in this field. They 
have taken steps to eliminate as much of 
the risk of severe losses on individual ac- 
counts by means of a penalty which may 
be assessed against the buyer up to two 
and one half years after the policy has ex- 





Tee COMMMOUIER. ............. 


4. Financial position of his company. 

It the trend continues, the better man- 
aged corporations with large premiums 
will eventually self-insure, leaving the 
commercial casualty underwriters with the 
“poor” risks, individual personal lines and 
thousands of small business firms with 
premiums under $20,000 a year. 

The writer is not an advocate of self- 
insurance as such, and feels that no cor- 
poration should embark on a program of 
this nature without an exhaustive study. 
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THE WORLDLY PHILOSOPHERS* 
By Robert L. Heilbroner 


Reviewed by PAUL HAASE 


Of all man’s studies, economics has 
somehow acquired the reputation of be- 
ing the driest, the dustiest, and the least 
penetrable. Laymen are urged to detour 
widely around anything resembling con- 
tact with “‘the dismal science.” 

Economics, however, has reared and 
wrecked empires. Economic factors will 
largely determine the future fate of our 
nation and the world. As every corporate 
controller and financial officer knows, the 
facts of economic life are essential facts. 
Why, then, this lack of knowledge or in- 
terest ? 

Some of the responsibility can be laid 
at the doorstep of the ‘‘so-called’’ scholar 
whose findings and writings have been 
needlessly complicated and dull. Some of 
it certainly can be charged to the “‘inter- 
preters” who have managed to be singu- 
larly without a feel of the reader's pulse. 

Here is something different indeed. 
Robert L. Heilbroner knows how to pre- 
sent—in lively intelligible and entertain- 
ing terms—the lives, times and ideas of 
the great economic thinkers. He presents 
lively biographical sketches of the great 
economists, together with summarizations 
of their central ideas, pointing out that 
among them were ‘‘a philosopher and a 
madman, a parson and a stockbroker, a 
revolutionary and a nobleman, an esthete, 
a skeptic, and a tramp . . . at least three 
made their own fortunes, but as many 
could never master the elementary eco- 
nomics of their personal finances.” 

Each, however, was an earth-shaker and 
through Mr. Heilbroner’s pages we are 
introduced to the wonderful world of 
Adam Smith, the gloomy world of Parson 
Malthus and David Ricardo, the beautiful 
world of the Utopian Socialists, John 
Stuart Mill, Charles Fourier, Saint-Simon, 


* Published by Simon and Schuster, New 
York, N. Y. $5.00. 
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Robert Owen; the inexorable world of 
Karl Marx, the Victorian world and the 
underworld of economics—Henry George, 
the savage world of Thorsten Veblen, the 
sick world of John Maynard Keynes, the 
late, unlamented depression years and 
thus finally to the world in which we are a 
part. 

‘a his first chapter, the author presents 
a swift dramatic survey of the chaotic state 
of the world economy from the time that 
“man came down from the trees” until the 
advent in 1776 of Adam Smith, the first 
worldly philosopher. Before Smith, eco- 
nomic structures were maintained either 
by tradition or command; a farmer was a 
farmer because his father had been a 
farmer, not because he hoped to make 
more money by farming than by doing 
something else. The profit motive as a so- 
cial concept was utterly unknown; a stand- 
ard of living was for the lord of the 
manor or the serf, to be maintained at the 
current level, not bettered. Adam Smith 
appeared on the scene and in 1776 intro- 
duced the concept of the free market. He 
made personal gain respectable and pro- 
vided the ideas from which Western capi- 
talism evolved. 

The author then leads us along the path 
of this evolution of Western capitalism. 
We meet Parson Malthus gloomily de- 
claring that the population will eventually 
be too great for the food supply and that 
only famine will set things right. We meet 
the Utopian Socialists who reacted against 
Malthus and called for a wholesale re- 
organization of the state. We see Karl 
Marx, impoverished and vindictive, pre- 
dicting that capitalism will destroy itself. 
The brilliant and eccentric Thorstein Veb- 
len, arch-enemy of the “leisure class,” is 
examined in one of Heilbroner’s most suc- 
cessful chapters. Another notable section 
deals with John Maynard Keynes, who 
believed that capitalism, to survive, needed 
governmental assistance, that a complete 
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hands-off policy would lead inevitably to 
the fulfillment of Marx's prophecy of 
doom. 

The author, who takes up many more 
economists—some of equal, some of lesser 
importance—presumably belongs to the 
Keynesian school of controlled capitalism, 
but he does not allow his personal con- 
victions to distort the text. In discussing 
an extreme leftist like Marx or an extreme 
rightist like Adam Smith, he is equally 
impartial and objective. 

In his final chapter Heilbroner points 
out that this country—"‘an island of suc- 
cess in a poverty-stricken, confused, and 
antagonistic world’’—is plunged in com- 
petition for the friendship and support of 
the countless millions, the major part of 
the world’s population, who have never 
had any contact with capitalism. 

If capitalism is to survive, the author 
says, we must have that support and 
friendship—‘for there is another salesman 
in the same territories, and if capitalism 
does not find a way of presenting its view- 
point persuasively, we can rest assured that 
communism will. . . . Thus, the over- 
whelming problem facing capitalism is 
not economic at all. It is the political prob- 
lem of establishing itself as the arsenal, 
not only of production, but also of hope 
and meaningful freedom to the anony- 
mous hundreds of millions who may 
otherwise distrust us, fear us, and—if the 
awful day should ever come—take arms 
against us.” 
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1819 Broadway, New York 23, N. Y. 
$1.50. 


C.P.A. PROBLEMS AND QUESTIONS IN 
THEORY AND AUDITING (New Fourth 
Edition). By Jacob B. Taylor and Her- 
mann C. Miller. McGraw-Hill Book 
Company, Inc., 330 West 42nd Street, 
New York 36, N. Y. $7.00. 








Which is the RIGHT 
Employee Benefit Plan 
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A pension plan? 
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Tax Highlights of 1953 


(Continued from page 13) 


interests passing upon his death. This rul- 
ing is of doubtful legality, because he ac- 
tually has no reversionary interest in his 
employment contract. 

Pension plan providing for trustee's 
right to select death beneficiary with par- 
ticipant’s consent is not disqualified under 
Section 165(a) I.R.C. and P.S. 19.% 

Contributions without a fixed formula 
to a profit-sharing trust for the benefit of 
employes constitute proper deductions.® 


CASUALTY LOSSES 


Embezzlement losses are deductible 
ordinarily in the years when they occurred, 
and on occasion when discovered, if they 
were not determinable at earlier dates.® 

Casualty loss may be deferred from year 
of occurrence to a later year when the 
extent of the damage was not ascertain- 
able earlier.** 

Loss is allowed in year of theft despite 
continued search for thief. 

Casualty loss deduction in the year 
when the insurance company settled a 
disputed claim for a fire loss is allowed 
rather than in the earlier year when the 
fire actually occurred.®® 


RELATED TAXPAYERS 


Rent deduction is not barred a related 
corporation when its controlling stock- 
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holder-lessor received credits to loans 
owed by this stockholder.** 

Loss on sale of property to a daughter 
and son-in-law as tenants by the entirety 
is disallowed as a loss to a related party 
because by statute the daughter always 
had title to the property.®§ 

Loss on sale to a controlled charitable 
corporation is allowed when more than 
50% of the value of its outstanding stock 
is not owned by the vendor.®® 


DEMOLITION AND SALVAGE 


Demolition loss of a building is de- 
ductible if the demolition was not in- 
tended at the time of the acquisition of the 
property.7° 

Sale of salvage from construction proj- 
ects yields fully taxable income and not 
capital gain under Section 117 (j), because 
it is not actually used in the taxpayer's 
business.74 


CHANGE IN REPORTING 


Change from cash to accrual method 
permits opening merchandise inventory.” 

Prior years’ receivables in a change from 
a cash to the accrual method of reporting 
are not taxable.7% 

Adjustment for prior years’ income 
upon change from improper method may 
not be taxed in the absence of fraud.74 


ACCRUABILITY 


Income is not accruable where the basis 
of computation is uncertain.”® 

Interest payable as and when declared 
is accruable as a deduction though not 
actually declared.7® This situation is dis- 
tinguishable from the situation where the 
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liability for the interest arises only when 
declared payable.*7 


GUARANTIES 

Payment of debts of a subsidiary to re- 
gain credit rating is deductible, but a 
recent case denies such deduction.78 

Payments on guaranties are deductible 
in full as ordinary losses, and are not 
short-term capital losses as if they were 
nonbusiness bad debts.79 

Payment on a guaranty of corporation's 
debt resulted in a full bad debt deduction 
though the corporation was then insol- 
vent.8? 


ELECTIONS 

War contract of liquidated corporation 
transferred to a partnership continues to 
enjoy short amortization period.* 

Life inventorying is not acquired by a 
successor corporation ; it must elect it.8? 


BONDS 

Discount bonds of the State of Israel 
yield ordinary income and not capital 
gains. This ruling appears fallacious and 
should be limited to the facts in the case.** 

Loss on United States Bonds acquired to 
provide security under a contract is a de- 
ductible business expense.** 

Registered bonds yield capital gain on 
retirement even though the registration is 
imperfect because revenue stamps were 
not affixed. 


OPERATING LOSSES 

Losses do not qualify as an operating 
loss carry-back when an individual sells 
some parcels among extensive renting 
realty operations, if selling and buying 
property is not a regular operation.*® 

Net operating loss carry-backs and un- 
used excess pro es tax credits are not avail- 
able to a corporation liquidated after 
seven months of operations because the 
liquidation and not the operations caused 
the loss.87 

Net operating loss is not reduced by 
net nonbusiness gain from the sale of 
equipment.8§ 

Net operating losses carry-backs and 
carry-overs for several years are treated 
separately and chronologically even if 
some of them have not been availed of.8® 

Loss on sale of rental real estate by an 
investor is not an operating loss for carry- 
back purposes because he is not a dealer.* 

Operating loss carry-backs of merged 
corporations entitle the surviving corpora- 
tion in a statutory merger to refunds of 
taxes of both predecessors.®! 

Excess profits credit carry-backs are 
denied a corporation substantially liqui- 
dated. For the year of final and actual 
liquidation the unused excess profits 
credit is prorated on the basis of the actual 
number of days in business.” 
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MISCELLANEOUS TAX DECISIONS AND RULINGS 


Fixed-fee government contracts yield 
income for accrual taxpayers when esti- 
mates are submitted.% 

Year-end dividends are constructively 
received in the earlier year of the stock- 
holder who ordered the mailing so as to 
receive them in the following year, but 
not otherwise.®® 

Christmas gifts to employes are taxable 
as compensation despite designation as 
gifts.% 

Gift tax valuations of stock subject to 
Specific price restrictions are not binding 
on the Treasury.%7 

Dependent’s income of $600 for a 
proper deduction is limited by the gross 
and not net amount.®® 

Selling commission paid by an investor 
in real property is ordinarily an offset 
against the selling price,®® but ihe amount 
paid a real estate broker who did not pro- 
cure a buyer is deductible.1” 

Opening inventory of corporation re- 
turning to separate from consolidated re- 
turn includes previously excluded inter- 
company profit rather than the whole of 
the intercompany profit in inventory at 
the close of the consolidated reporting.1®! 

Repurchase of employe’s stock does not 
provide for corporate-employer a deduc- 
tion when the spread in prices was not in- 
tended as compensation.!0 

Expenses incurred in furtherance of em- 
ployer’s business are deductible only by 
the employer when it reimburses employes 
for services they render it. Damages paid 
arising from the operation of an auto- 
mobile in the service of the employer are 
deductible by the employer only on the 
theory of business expenses. 

Value of a single premium annuity pol- 
icy constitutes taxable income to the pen- 
sioneer in the year when the assignment 
of the policy is made to him.1 

Cost of trade catalogs may be capital- 
ized and written off over as many as five 
years depending on the useful life of the 
catalogs to the taxpayer.1 

Accrued real estate taxes paid by a pur- 
chaser after the tax lien date is neverthe- 
less seller's deduction.1®* The seller on the 
cash basis is also entitled to a deduction 
for such taxes but in the year paid by 
purchaser.1°7 

Interest on a nonassessed deficiency is 
proper even if cancelled out by an unused 
excess profits credit carryback.1°8 

Lump-sum purchase price must be ap- 
portioned reasonably among the various 
assets involved in sale.1® 

Loss on foreclosure of dairy herd and 
equipment is not allowable in computing 
net operating loss.11° 

Appreciated Canadian currency in a de- 
ferred payment for stock does not result 
in taxable gain.111 

Sale of company automobiles yields 
capital gain—Section 117 j.11? 
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Dividend received credits are denied if 
the dividends are tax-exempt.11% 

Charitable performances by artists yield 
no taxable income,!* and do not qualify 
for charitable deductions. However, when 
a third party intercedes and money passes 
between the third party and the charity, 
the artist receives taxable income. 

Stamp tax is not due in a recapitaliza- 
tion in which no new stock is issued and 
surplus is transferred to capital.1!® 

Sale of a warehouse before corporate 
dissolution does not effect a tax on the 
corporation when the intent is to effect 
a sale by the ex-stockholders.117 

Private annuity payments in exchange 
for real property is subject to the 3% 
rule, plus capital gain on the excessive 


How to Cut 
Clerical Costs 
Without 
Cutting 
Your Staff 






cost and ordinary income thereafter.!* 
It is questionable as to whether the annual 
payments are subject to the 3% annuity 
rule because the uncertainty of recovering 
the entire cost of the property should bar 
any taxation until the entire cost is recov- 
ered.119 

Sale of stock in a subdivided land cor- 
poration yields ordinary and not capital 
gain.}°° 

Deductibility of interest on a mortgage 
debt is proper only if the loan was used 
for improvements of the underlying in- 
come-producing property.1*! 

Deferring commissions due under a 
prior contract is binding for tax reporting 
if the change was made before the date on 
which the payments began.1?? 

(Continued on page 32) 
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Tax Highlights of 1953 
(Continued from page 31) 


Partnership election to deduct intan- 
gible drilling costs'*8 and to report on the 
installment basis bind the individual part- 
ners as to their own reporting.?** 

Completed contract basis taxpayers may 
deduct currently indirect costs and gen- 
eral overhead expenses.1*5 

Assignment of a judgment yields or- 
dinary and not capital gain when there is 
no transfer of property but merely the 
right to — of a debt to the judg- 
ment creditor.1*° 

Transfer of property without reserva- 
tion excuses transferor from tax on future 
income therefrom.127 

Sale of a personal service contract yields 
ordinary income.!*§ 

Consideration for cancellation of the 
contract of an insurance agency!*® and 
consideration paid lessee!®® for cancella- 
tion of a lease yield capital gain, but con- 
sideration for the cancellation of an ex- 
clusive pharmaceutical license’! yields or- 
dinary income, on the theory that only the 
last is a personal service contract. 

Losses of a noncapital-contributing part- 
ner are currently deductible. 

Cost of instruction to maintain and not 
to acquire one’s professional skill is a de- 
ductible business expense.'** 








Back pay tax relief for amount re- 
ceived in settlement of a dispute with an 
employer over past due commissions after 
employe threatened to sue but before 
commencement of court proceedings are 
permiited employes.15+ 

Liabilities that remain nn eve for a long 
time may be transformed into income 
when there is no reasonable probability 
that payment will ever be made.1%5 

Income acquired by a receiver for a 
taxpayer despite attachment in an untre- 
lated suit is nevertheless taxable to the 
taxpayer.136 

Insurance premiums based on weekly 
pay roll are currently accruable as a lia- 
bility.187 However, premiums paid in ad- 
vance for future years are accruable for 
the years covered whether the taxpayer is 
on the cash!88 or the accrual basis.15® 

Overhead expenses in inventory valua- 
tion may be included in part.14° 

Consolidated groups of corporations 
may. elect to file separate returns with re- 
spect to the first return due to be filed 
after July 16, 1950.142 

Part of a building yields capital gain if 
that part was erected more than six 
months before the sale.14? 

Deduction of increased pay for a sol- 
dier’s services is allowable despite ab- 
sence on military duty if his extra-military 
activities in the business proved profit- 
able.148 
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Cash basis corporation may deduct ac- 
crued unpaid tax liability in computing 
the net income subject to tax for unrea- 
sonable accumulation of profits just as in 
the case of the personal holding company 
surtax.144 

Lease and option to buy contract may be 
a sale in substance using the objective!® 
and not the intent test.146 

Federal stock transfer taxes paid by a 
trader are deductible as-a business ex- 
pense. !47 

Contingent compensation is reasonable 
in amount for tax purposes if the terms 
of the contract of employment were rea- 
sonable at inception.#* 

Recovery exclusion is denied successor 
corporation for notes charged off by pred- 
ecessor, though the latter derived no tax 
benefit from the deduction.149 

State-use tax is payable to a foreign 
state even if the celles merely makes de- 
livery of merchandise therein. It ap- 
pears to be a violation of the interstate 
commerce clause of the federal Constitu- 
tion. In the meantime customers should 
be billed for state-use tax subject to latter 
judicial determination, and payments of 
the tax by sellers should be made under 
protest. 

Cost of terracing farm land is a deduc- 
tible expense because it merely maintains 
the sidachactivihy of the farm and does not 
constitute a permanent improvement.'5! 

Accruals to meet trade coupon expenses 
may be deductible only when the experi- 
ence of the taxpayer justifies the antici- 
pated cost of fulfilling this obligation.'®? 

Alimony payments for a period in ex- 
cess of ten years, defeasible on conditions 
subsequent such as remarriage, are never- 
theless deductible by ex-husband.153 


* Waters, 12 T. C. 414; Scott, 110 F. Supp. 
819. 

* Para. 53, 139 P-H Memo T. C. 

* Hammond, 20 T. C. No. 34. 

* Sutter, 21 T. C. No. 20. 

° Diamond v. Sturr, U. S. Dist. Ct. N. D. of 
N. H., September 15, 1953. 

Bruen v. Sturr, U. S. Dist. Ct. N. D. of 
N. Y., September 16, 1953. 

*R. R. 190, revoking $.S.T. 413, 1941—C. B. 
408. 

* Morton Frank, 20 T. C. No. 70. 

*1. T. 4079, C. B. 1952—1, p. 40. 

° Woodlawn Park Cemetery, 16 T. C. 1067. 

* Buffalo Shook Co., T. C. Memo, August 
29, 1951; Ox Fibre Co., 218 U. S. 115. 

* Roth, Inc., D. C. N. D. Ill. E. Div. March 
11, 1953. 

“Estate of Harold B. Senior, Para. 53,037 
P-H Memo. T. C. 

* ER. 257. 

“R. R. 103, revoking I. T. 3306, 1939-2 
C. B. 149. 

“Bush Terminal Buildings, 204 F. (2d) 
575. 

* Dykema, Para. 53,147 P-H Memo T. C. 

* Urquhart, et al., 20 T. C. No. 133. 

* Ward, 20 T. C. No. 42. 

*® Medco Oil Corp., 20 T. C. No. 79. 

*Com'r v. Hall C. Smith, 73 S. Ct. 935; 
Healy, 73 S. Ct. 671. 

* Crellin (C.C.A.-9), 203 F. (2d) 812. 

* U.S. and James G. Smyth v. John A. Le- 
soine, et al. (C.C.A.-9), 203 F. (2d) 123. 


(Continued on page 34) 
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PARTLY AUTOMATIC 


3 Fully Automatic 





The Underwood Sundstrand 
Model E Accounting Machine 
















Compare the fully automatic all-purpose 
Underwood Sundstrand Model E with 
any other accounting machine in its 
price class! 

There‘s nothing simpler! There's 
nothing speedier! There’s nothing 
more automatic! 

That’s why it is so fast, so flexible! 

With the Model E you can handle 
any or all of your accounting jobs. 

It allows rapid-fire form insertion... 


NO OTHER MACHINE 
Pr ee a high gear keyboard operation .. . “quick 


as a flash” form handling. 
ee y 


OFFERS SO MUCH 





Underwood Corporation 


for all phases of your accounting 
--ethe low-cost Underwood Sundstrand Model E! 





+ 

° Underwood Corporation 

° One Park Avenue, New York 16, N. Y. 

x C) Please send literature further describing your Underwood 
Sundstrand Model E Machine. 

1 I would like to have a demonstration. 













The “mechanical brain” control plate 
directs operations, speeds work, mini- 
mizes errors. 

The famous touch-operated 10-key 
keyboard is exclusive with Underwood 
Sundstrand Accounting Machines! 

So get your best buy in low-cost ac- 
counting machines . . . the Underwood 
Sundstrand Model E! 

See it demonstrated! Mail the coupon 
or call your Underwood Representative 
today. You'll find him listed in the clas- 
sified pages of your telephone directory. 
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Accounting Machines . . . Adding Machines... ent pene 
Typewriters .. . Carbon Paper . . . Ribbons eo0°0o Name 
One Park Avenue New York 16, N. Y. : 2 - Firm__ 
Underwood Limited, Toronto 1, Canada a Street__ 
Sales and Service Everywhere teeth ie City__ 























Tax Highlights of 1953 


(Continued from page 32) 


*wWw. F. Dorrs, 17 T. C. 549, on appeal 
(C.C.A.-9). 
™* Park & Tilford, Ct. Cl., November 4, 1952; 
Genera} American Investors, 19 T. C. No. 73. 

*R.R. 168. 

* Central Railroad Co. of N. J. v. Com'r, 79 
F. (2d) 697; Highland Farms Corp., 42 B.T.A. 
1314 (NA). 

* Park and Tilford v. U. S., Ct. Cls., Novem- 
ber 4, 1952; General American Investors Com- 
pany, Inc., 9 T. C. No. 73. 

* Goodman, U. S. D. C., N. D. Calif., Au- 
gust 25, 1952; Rev. Statutes, Sec. 3466; 3467. 

* Reg. 118, Sec. 29,312-1. 

* Youngren v. Chase, Inc., U. S. Dist. Ct., 
Idaho, April 25, 1953. 

* Snively, 19 T. C., No. 102, following Ash- 
land Oil & Refinery Co. (C.C.A.-6), 994 F 
(2d) 588, and Kimbell-Diamond Milling Com- 
pany, 187 F (2d) 718. 

® Sec. 24.38 (c) (2). 

* John T. Roberts (C.C.A.-4), 203 F (2d) 
304. 
“UU. S. v. Arcade Co. (C.C.A.-6), 203 F 
(2d) 230; Braicks v. Henricksen (C.C.A.-9), 
137 F (2d) 632. 

* Von Platen, 
ay oe 

* Coon Run Fuel Co., 20 T. C. No. 16. 

*™ Chamberlin (C.C.A.-6), October 14, 1953. 

* Messer, 20 T. C. No. 31. 

* Cantor, Para. 53,182 P-H Memo. T. C. 

“R. R. 259, modifying I. T. 4109, 1952-2 
C. B. 138. 

“ Est. of Ida S. Godley, 19 T. C. No. 124, 
following General Utilities & Operating Co., 
296 U. S. 200, and Section 115(j), and not 
Wakefield, 139 F (2d) 280. 

“ Joseph P. Schmitt, 19 T. C. No. 114. 

“40 S. Ct. 189. 

“Treas. Dept. Order. No. 150-25, 6/1/53. 

“Uptegrove Lumber Co. (C.C.A.-3), June 
29, 1953. 

“ Harry B. Sidles, 19 T. C. No. 128. 

“ Goldring, 20 T. C. No. 12. 

“ Middleton, 200 F (2d) 94; Eck, 202 F 
(2d) 750. 

*R. R. 173. 

* Leola Johnson Bell, et al., Para. 53, 135 
P-H Memo T. C. 

* Tyree,. Para. 53, 186 P-H Memo. T. C. 

"16 T. C. 1056. 

8 T. C. 1327. 

™ Kaiser, U. S. D. C., W. D. Ky., July 18, 


Para. 53,203, P-H Memo. 


* John D. Snow, D.C.D. Idaho, So. Div. 
1953. 

* Almy Gilford v. Com’r, 201 F (2d) 735. 

* Slaymaker Lock Co., 18 T. C. 1001. 

“R. R. 260. 

* 20 T. C. No. 113. 

“Produce Reporter Co. (C.C.A.-7), No- 
vember 4, 1953, following Lincoln Electric Co., 
Employes’ Profit-Sharing Trust (C.C.A.-6), 190 
F (2d) 326. 

“R. R. 183, affirming Alison and Stevenson- 
Chislett, 73 S. Ct. 91. 

“Com’r v. Barret, 202 F (2d) 804. 

® Joseph A. Kennedy, 109 F. Supp. 509. 

® Jeffrey, Pare. 53,173 P-H Memo. T. C. 

* Sec. 24(c); Glenwood Sanatorium, 20 
TG Be a3: 

Stern, et al., 21 T. C. No. 18. 

* Sec. 24b, Jacob M. Kaplan, et al., 21 T. C. 
No. 16. 

* Chesbro, et al., 21 T. C. No. 14. 

™ Para. 52,326 P-H Memo. T. C. 

™Com'r v. Dwyer (C.C.A.-2), April 13, 
1953, overruling Hardy v. Com’r, 82 F (2d) 
249. 

*™ Booker, et al., Para. 53,159 P-H Memo. 


bay 

* Joseph S. Caldwell (C.C.A.-2), 202 F 
(2d) 112. 

*® Globe Corp., 20 T. C. No. 37. 

*® Schaefer & Son, Inc., 20 T. C. No. 74. 

™ Pierce, 195 F (2d) 475. 

*® Reimers, 19 T. C. No. 137; contra Heller, 
12 T. C. 1109. 

* H. C. Allen, et al., U. S. Dist. Ct., M. Dist., 
Ga., September 18, 1953. 

* Pollak, 20 T. C. No. 48. 

* Murray Thompson (C.C.A.-3), June 8, 
1953. 

Textile Apron Co., Inc., 21 T. C. No. 17. 

SR. R. 119. 

“ Bagley and Sewall, 20 T. C. No. 138. 

® Oestreicher, 20 T. C. No. (3) (A). 

* Francis S. Appleby, Ct. Cls., November 
3, 1953. 

* Diamond A Cattle Co., 21 T. C. No. 1. 

SLouis E. Whitman, T. C. Memo., No. 
24,972. 

*R. R. 218. 

Leon Sigman, T. C. N. D. Ill. E. Dw., 
March 25, 1953. 

™ Moldit, Inc., U. S$. D. C., N. D., Ill., Au- 
gust 11, 1953. 

* A. B. C. Brewing Corp., 20 T. C. No. 71 
(old law); Section 432 (e) I. R. C. (new 
law). 

*1. T. 3459 C. B. 1941—p. 236; Dolly, 20 
T. C. No. 126. 

“Kunze (C.C.A.-2), 203 F (2d) 957. 

* Maurice Fox, 20 T. C. No. 89. 

" W.H. Painter, 110 F Supp. 503. 

*R. R. 189. 
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* Benj. P. Cohen, Para. 53,312 P-H Memo. 


T. €. 

” Giffin, 19 B. T. A. 1243. 

™ Samuei G. Swain, 20 T. C. No. 142. 

" General Electric Co. (C.C.A.-6), October 
22, 1953, affirming 18 T. C. 1028. 

™ Patent Button Co. (C.C.A.-2), April 7, 
1953. 

*’ Diamond, 19 T. C. No. 90. 

® Elliott C. Morse, 17 T. C. 1244, affirmed 
by (C.C.A.-2), 202 F (2d) 69. 

BE. H. Sheldon & Co., 19 T. C. No. 63. 

#6 G. C. M. 27,440. 

** Norman Cooledge, 40 B. T. A. 1325, cited 
in Woodlawn Investment Co., Para. 41,328 
P-H Memo. T. C. 

* Cumberland Portland Cement Co. 
(C.C.A.-6), 202 F (2d) 152, following Seeley 
Tube and Box Co., 338 U. S. 561. 

*” Winifrede Land Co., Para. 53,088 P-H 
Memo. T. C. 

“° Ben A. Puente and Marion Puente v. 
Com’r (C.C.A.-9), 199 F (2d) 940. 

™! Seaboard Finance Co., 20 T. C. No. 54. 

‘? Latimer-Looney, 19 T. C. 120(A). 

"® Tazewell Service Co., 19 T. C. No. 133. 

™* Reg. 118, Sec. 29.22 (a) (2). 

™5R. R. 71, I. R. B. 1953-10. 

“°U. S. v. National Sugar Refining Co., 
D. C., N. Y., April 30, 1953. 

™ Burley Tobacco, Inc. (C.C.A.-6), Octo- 
ber 21, 1953. 

™*R. R. 239. 

"* Logan v. Burnet, 283 U. S. 404. 

”S. Nicholas Jacobs, 21 T. C. No. 19. 

™ Isaac R. Wharton (C.C.A.-5), November 
4, 1953. 

™ James F. Oates, 18 T. C. 570, affirmed 
C.C.A.-7, November 4, 1953. 

™ Bentex Oil Corp., 20 T. C. No. 76. 

™ Scherf, 20 T. C. No. 43. 

* Brown and Root, Inc., U. §. D. C., W. D. 
Texas, April 27, 1953. 

*® Hudson, 20 T. C. No. 104. 

™ Galt, 19 T. C. No. 108, following Blair v. 
Com’r, 57 S. Ct. 330. 

™ General Artists Corp. (C.C.A.-2), June 
18, 1953. 

‘ ™ Jones v. Corbyn (C.C.A.-10), 186 F (2d) 
50 


™ Goff, 20 T. C. No. 75. 

™ Com’r v. Starr Bros., Inc., 204 F (2d) 
673. 

™D. G. Haley, et al. (C.C.A.-5), September 
26, 1953, dismissed review of 16 T. C. 1462. 

* Coughlin, 203 F (2d) 307. 

™ Thompson v. Com’r (C.C.A.-4), April 7, 
1953. 

™ Fort Pitt Brewing Co., 20 T. C. No. 1. 

™ Dwight A. Ward, 20 T. C. No. 42. 

** Roundup Coal Mining Co., 20 T. C. No. 
52. 

™ Boylston Market Assn. (C.C.A.-1), 131 

(2d) 966. 

™® Hyatt, 36 G. T. A. 121. 

‘” Wikstrom, 20 T. C. No. 45. 

7 RR. 1S2. 

? M. A. Paul v. Com’r (C.C.A.-3), July 30, 
1953. 

8 Burwell, Inc. v. U. S., U. S. Dist. Ct., 
W. D. of S. Car., June 11, 1953. 

™ Stevens, Inc., U. S. Dist. Ct., S$. D. of 
N. Y., September 21, 1953. 

“© East Coast Equipment Co., 21 T. C. No. 
eM 

® Benton, 197 (2) 745. 

7 Hirshon, Ct. Cls., November 3, 1953. 

“8 Home Packing Co., Para. 53,346 P-H 
Memo., T. C. 

“ First National Bank 
(C.C.A.-5), 201 F (2d) 219. 

* Miller Bros., Md. Ct. App., March 11, 
1953. 

*! Collingswood, 20 T. C. No. 132. 

* Grolier, Para. 53,304 P-H Memo. T. C. 

#8 Estate of Frank Charles Smith (C.C.A.-3), 
November 13, 1953, following Baker, 205 F 
(2d) 369 (C.C.A.-2). 


in Houston 











Chicage (ABOVE) 


The 20th Anniversary of Chicago Con- 
trol of Controllers Institute was observed 
with a dinner meeting on November 17 
in the Gold Coast Room of the Drake 
Hotel, Chicago, at which Dr. Norman 
Vincent Peale, author, columnist and min- 
ister of Marble Collegiate Church, New 
York, was the speaker. Dr. Peale’s sub- 
ject was “Technique of Successful Liv- 
ing. 

In addition to many past presidents of 
the Chicago Control, who were present 
for the occasion, the audience included 
approximately 300 Institute members and 
their wives. 

The Chicago Control's charter was 
granted on November 22, 1933 and four 
of the original 20 charter members are 
still active in the Control’s affairs, namely 
Thomas W. Bryant, general controller, 
The Cuneo Press, Inc.; Frank J. Ellis, 
vice president, William Wrigley, Jr. Com- 
pany; Philip R. Gates, secretary & treas- 
urer, United States Cold Storage Corpora- 
tion, and William E. Russell, treasurer, 
National Tea Company. 

Mr. Ellis, who was the first president of 
the Chicago Control, served as toastmaster 
for the anniversary dinner which was ar- 
ranged by a committee under the chair- 
manship of Mr. Bryant, a past president 
of the Control and a past national director 
of Controllers Institute. Those present at 
the head table, at the anniversary dinner 
were (left to right) : 

James L. Peirce, vice president and con- 
troller, A. B. Dick Company (national 
director Controllers Institute) ; Edwin E. 
McConnell, controller, Norton Company, 
Boston, Mass. (past national president 
Controllers Institute) ; Carl M. Blumen- 
schein, controller, Container Corporation 
of America (current president of the Con- 
trol) ; E. W. Burbott, vice chairman, A. B. 
Dick Company (past national president) ; 
Christian E. Jarchow, executive vice presi- 
dent, International Harvester Company 
(past national president) ; Mr. Ellis; Dr. 
Peale; Mr. Bryant; George W. Schwarz, 
vice president and treasurer, Wyandotte 
Chemicals Corporation, Wyandotte, Mich. 
(national president Controllers Institute) : 
Charles Z. Meyer, vice president and 
comptroller, The First National Bank of 


LONG SHOTS & CLOSEUPS WITH THE CONTROLLER CAMERA 


Chicago (past national president); Paul 
Haase, managing director, Controllers In- 
stitute; and H. F. Klingman, research di- 
rector, Controllership Foundation. 


Grand Rapids (BELOW) 


The Western Michigan Control of Con- 
trollers Institute celebrated its 10th Anni- 
versary at a dinner meeting at the Penin- 
sular Club in Grand Rapids on November 
11. Mark Littler, resident partner of Ar- 
thur Andersen & Company, Detroit, ad- 
dressed the group, which included charter 
members, on the subject of “Some New 
Developments in an Old Science.” In the 
photo below are the following seated left 
to right (charter members are wearing 
lapel badges) : 

Roy T. Kieft, auditor, A. M. Todd Co., 
Kalamazoo (director and past president of 
the Control, 1952-1953) ; Louis Kuipers, 











chief accountant and office manager, Hek- 
man Biscuit Co., Grand Rapids; Mark 
Littler, guest speaker; Wilford D. Sawyer, 
comptroller, Blackmer Pump Co., Grand 
Raptds (secretary of the Control) ; Glenn 
D. Abbott, Grand Rapids (past president, 
1947-1948); H. P. Gangwer, treasurer, 
Muskegon Piston Ring Co., Sparta (1953- 
1954 president of the Control); C. G. 
Phelps, secretary-treasurer, Wolverine 
Brass Works, Grand Rapids (director of 
the Control and past president, 1945- 
1946); Peter Kromann, controller, Hol- 
land-Racine Shoes, Inc., Holland (past 
president, 1946-1947); J. E. Heidgen, 
secretary and treasurer, American Seating 
Company, Grand Rapids (past president, 
1951-1952); W. T. Newman, controller 
and credit manager, Eagle-Ottawa Leather 
Company, Grand Haven. 
Standing left to right are: 
(Continued on next page) 
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(Continued from page 35) 

T. R. Minshull, treasurer, E. H. Sheldon 
& Co., Muskegon (past president, 1949- 
1950) ; W. M. Reynolds, divisional comp- 
troller, Lear Inc., Grand Rapids; Jay 
DeMan; Philip W. Keessen, controller, 
Bennett Pump Division, John Wood Co., 
Muskegon Heights; E. L. Hummel, treas- 
urer, The Rapids-Standard Co., Inc. (past 
president, 1944-1945, and national direc- 
tor of the Institute, 1948-1951); Max 
Rueber, comptroller, Fuller Manufactur- 
ing Co., Kalamazoo; Walter W. Wenner- 
strom, accountant, Grand Rapids Plaster 
Co. (treasurer of the Control); Leo A. 
Maihofer, treasurer, Anderson-Bolling 
Manufacturing Co., Grand Haven (vice 
president of the Control); F. A. Baltzer, 
Grand Rapids; and F. W. Magatti, treas- 
urer, The Muir Co., Grand Rapids. 





Kandad City, Mea. rsove 


The Kansas City Control of Controllers 
Institute held a luncheon at the University 
Club on November 9, 1953, honoring 
Morris A. Cox, past president (1947- 
1948) of the Control and formerly treas- 
urer of William Volker & Company of 
Missouri, Inc., Kansas City, who was in 
Kansas City on a business trip. 
Thirteen out of a total of 14 past presi- 
dents and the current president of the 
Control snapped at the conclusion of the 
luncheon (top right), included the fol- 
lowing: (left to right front row) Walter 
Vaughn, secretary, Stern Brother & Co. 
(1949-50) ; Mayben P. Newby, auditor, 
Skelly Oil Co. (1943-4); J. L. McKee, 
executive vice president, Allied Labora- 
tories, Inc. (1948-9); Alfred J. Blasco, 
Bs vice president, Interstate Securities Co. 
(1942-43) ; Robert S. Coons, assistant sec- 
retary-treasurer, Interstate Bakeries Corp. 
(1946-47). 

(Second row left to right) Donald A. 
Robertson, assistant secretary and assistant 
comptroller, Panhandle Eastern Pipe Line 
Co. (currently president of the Control, 
1953-4) ; Eugene W. Morgan, fiscal di- 
rector, Spencer Chemical Co. (1952-3) ; 
Jack L. Batchler, secretary, Kansas City 
Life Insurance Co. (1938-40). 

Third row left to right: Harry E. Malm- 
feldt, assistant secretary and assistant treas- 
urer, Price Candy Company (1945-6) ; 
James W. Flynn, treasurer and assistant 
secretary, Shefheld Steel Corporation 
(1944-5) ; Morris A. Cox, guest of honor ; 
Ralph O. Linville, controller, Kansas City 

—-\ Power & Light Co. (1951-2); James H. 
4 Schuler, president, Ad-Art Printing Co. 
(1941-2) ; and Edward F. Lyle, control- 
am : Jor, ler, City National Bank & Trust Co. of 

THE CONTROLLER JANUARY 1954 Kansas City (1940-1). 


SEATTLE 
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Seattle, Washington 


(CENTER & LOWER LEFT—PAGE 36) 


The observance of its 10th Anniversary 
featured the November 12 meeting of the 
Seattle Control of Controllers Institute, 
at the Washington Athletic Club. In the 
photograph (center p. 36) members of the 
Control are seated at dinner prior to the 
program which featured an address by 
Paul Haase, managing director of Con- 
trollers Institute. Mr. Haase is third from 
the left in the group standing at the head 
table. At the extreme left is J. E. Ander- 
son, first vice president of the Seattle Con- 
trol and chairman of the1954 West Coast 
Conference, which the Seattle and Van- 
couver Controls will sponsor at Victoria, 
British Columbia on June 3-5. Next to 
Mr. Anderson is R. A. MacDonald, presi- 
dent of the Control and at the right is 
Charles H. Gordon of Seattle, who is a 
national director of Controllers Institute. 

The Seattle Control received its charter 
on November 22, 1943 following an or- 
ganization meeting held earlier that year. 

Six of those who were present at the 
meeting of the Control in November 1943 
are pictured below reviewing the minutes 
of that first meeting. They include (seated 
left to right) Raymond J. Huff, first presi- 
dent of Seattle Control, Charles Gordon, 
(standing left to right) Clarence Ander- 
son, Verne Mitchell, R. Perry Steen, and 
Paul Haase. 

W. J. PENNINGTON, comptroller of the 
Seattle Times was honored recently by be- 
ing selected as rae 
one of the 100 
young men most 
representative of 
Seattle’s future 
leadership. Mr. 
Pennington is 
serving as chair- 
man of the pub- 
licity committee 
of the Western 
Controllers Con- 
ference of Con- MR. PENNINGTON 
trollers Institute. 

He is a past president of the Washing- 
ton Society of Certified Public Accountants 
and a former special agent of the Federal 
Bureau of Investigation. 

The Seattle Chamber of Commerce and 
Time Magazine cosponsored the quest for 
100 young men representative of the fu- 
ture leadership of Seattle. The Committee 
for Seattle’s Future announced the selec- 
tions in mid-November, those selected 
coming from 33 different fields after a re- 
view of more than 2800 nominations. 
Only candidates between the ages of 25 
and 39 were considered by the selection 
committee made up of 27 civic leaders. 

The “newsmakers”’ and their wives were 
honored at a banquet on November 19 at 
which the speakers were the Honorable 
Arthur B. Langlie, governor of Washing- 
ton and James A. Linen, publisher of Time. 
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Another Look at Depreciation Allowancess (coninued from page 25) 


Mautz, continued 


To discover Professor Eisner’s idea of 
allowable depreciation and to see the gulf 
between it and the real nature of deprecia- 
tion let us refer to his own arithmetical 
illustrations. He points out that for the 
eleventh year in his I/lustrative Table I, 
depreciation allowances on a straight-line 
basis exceed replacement requirements by 
$45. Therefore, he pos deprecia- 
tion allowances are overstated by $45. In 
his own words: 


“Thus in the hypothetical case we 
have constructed, depreciation charges 
in the eleventh year, by the conven- 
tional ‘straight-line’ writing-off of orig- 
inal cost, amount to one-tenth of the 
total of $100 plus $110 plus $120 plus 
$130 plus $140 plus $150 plus $160 
plus $170 plus $180 plus $190. This 
equals one-tenth of $1450, or the 
amount $145. Let us recapitulate this 
striking finding: in our hypothetical 


Griffith, continued 


growing firm, where replacement re- 
quirements equal $100, depreciation 
charges of the same year amount to 
$145. And as Table 1 indicates, this 
excess of depreciation over replacement 
is not a temporary, freak affair; it will 
be duplicated in year 12, year 13, and 
on through all time, as long as the rate 
of acquisition of assets is growing.” 


Insofar as Professor Eisner is con- 
cerned, the correct amount to be charged 
for depreciation in any year is the cost of 
replacing assets retired from service in 
that year. Let us be quite clear on that 
point. The amounts he shows in his col- 
umn 4 equal the cost of assets acquired 
ten years earlier, since worn out in opera- 
tions, and now to be replaced. They are 
not in use nor do they make any contri- 
bution to operations in the year in which 
he uses them as his measure of appropriate 
depreciation. This column and the amounts 


REAL GROWTH OF 10 PER YEAR FOR FIRST 15 YEARS, AND REAL DECLINE IN 
GROWTH AT RATE OF 10 PER YEAR THEREAFTER, GROWTH ACCOUNTABLE 
TO PRICE INCREASE EQUALS 5 PER YEAR CONTINUOUSLY 


Price 
increase 
since year | 


Assets 
acquired in 
current year 

100 

115 5 
130 10 
145 15 
160 20 


175 25 
190 30 
205 35 
220 40 
235 


250 
265 
280 
295 
310 


305 


~< 
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255 


245 
240 
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last 10 years 


Current 
depreciation— 
1/10 of assets 

acquired in 
last 10 years 


Replacements 
adjusted by 
price increase 
since acquisition 


Assets 
acquired in 


167.5 
182.5 
197.5 
212.5 
227.5 


242.5 
255.5 
266.5 
275.5 
282.5 


287.5 
290.5 
291.5 
290.5 
287.5 
282.5 
277.5 
272.5 
267.5 
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in it have nothing whatever to do with 
the cost of using the assets now in service. 
Professor Eisner holds to a replacement 
idea of depreciation. We are not to con- 
sider as current depreciation the capital 
consumed in present operations; we are 
only to count the costs consumed in past 
operations and replaced in this year. 

In this connection it is interesting to 
note that his explanations of the “over- 
statement” of depreciation allowances 
start with the eleventh year. In his tables 
he shows nothing for the first ten years. 
If we extend these tables back for the first 
ten years we will find that he would have 
no assets requiring replacement in any 
one of those years. Therefore the entire 
amount shown as current depreciation 
charges in each of those years would, un- 
der his definition, apparently be excessive. 

In year ten, for example, we should 
have no depreciation because we have no 
replacements. The entire amount of $126 


4 


From this table (left) it becomes obvi- 
ous that current depreciation charges of 
1/10 the original cost will, in many years, 
be considerably less than the current cost 
of assets requiring replacement. 

The table on page 39, also, is helpful to 
a demonstration of the fallacies in Profes- 
sor Eisner’s presentation, i.e.,— 

Professor Eisner, in his discussion of 
Mr. Voorhees statement, implies that 
there is something reprehensible in the ac- 
tion of United States Steel Company in 
trying to obtain recognition of the full cost 
of depreciation. The additional cost, even 
though deferred, is as real a cost as that re- 
flected in a wage increase; yet presumably 
Professor Eisner would not deny to United 
States Steel the right to reflect total wage 
costs as an expense for tax purposes. We 
are sure that he would not regard the tax 
savings effected by the recognition of total 
wage costs as a windfall to the company ; 
recognition of total depreciation costs 
should be in exactly the same category, /f 
they are being incurred, whether or not 
they are being presently realized. 

A doctor who, upon a complaint of ill- 
ness by a patient, accepted the latter's diag- 
nosis te identification thereof and pro- 
ceeded to treat for that illness without 
making his own more thorough examina- 
tion and identification of the ailment 
would surely be subject to criticism. Like 
the doctor treating the ailment designated 
by the patient in such a case, however, Pro- 
fessor Eisner’s article undertakes to deal 
with a financial ailment in terms of a gen- 
eralized form of identification sometimes 
used by the management of a business, or 
an individual connected therewith, with- 
out first looking into the symptoms of the 

















which would have been taken as depre- 
ciation on a straight-line basis must be 
considered “excessive” if we accept his 
conclusion with respect to the eleventh 
year. We have no depreciation unless we 
replace worn out assets. Surely this is a 
theory of depreciation held by Professor 
Eisner alone; it will not for a moment be 
accepted by anyone familiar with income 
measurement.! 


* That most authorities consider depreciation 
to be the cost of using assets currently in service 
is clear from the following selection from the 
“Accountants’ Handbook”: 

“Himmelblau (Third International Con- 
gress on Accounting) refers to depreciation 
as the process ‘of spreading the value of a 
fixed asset over the accounting periods com- 
prising its service life.’ In a special report by 
the Interstate Commerce Commission depre- 
ciation of railway property is defined as the 
‘loss in service value not restored by current 
maintenance and incurred in connection with 
the consumption or prospective retirement of 
property in the course of service from causes 
against which the carrier is not protected by 
insurance, which are known to be in current 
operation, and whose effect can be forecast 
with a reasonable degree of accuracy.’ A 

similar definition is found in the systems of 





illness to ascertain the actual nature 
thereof. The general and, in the nature of 
things, perhaps superficial, identification 
made by a businessman whose time is 
much taken up with the varied and ever- 
present problems of operating the business 
(and who therefore, has too little time for 
painstaking and studied research in respect 
to a new development, the effects of which 
he can readily observe but the basic causes 
of which require much time for deliberate 
study and thought) is dealt with as if it 
were a complete and factual delineation of 
the metes and bounds of the whole prob- 
lem. 

Professor Eisner’s article is directed at 
the question of adequacy or inadequacy of 
depreciation provisions if measurement 
were to be made by reference to the yield- 
ing of funds when and as from time to 
time required for effecting replacements. 
Businessmen affected by the inadequacy of 
provisions for amortization of historical 
original cost as a measure of the costs be- 
ing incurred in respect to the current con- 
sumption of the service capacity of long- 
lifed property have sometimes, it is true, 
referred to that inadequacy in terms of the 
funds required for replacements. Such ref- 
erences should have been looked upon 
only as a description of the symptoms and 
not a correct identification of the disease. 

Professor Eisner’s article deals with the 
shadow of a matter of substance, but shows 
no recognition to the thing itself, i.e., the 
basic inadequacy of provisions for amorti- 
zation of historical cost of long-lifed prop- 
erty as a measure of the costs currently be- 
ing incurred by way of the consumption of 
the service capacity of such property, a fact 
of which many students are acutely aware. 





It should be emphasized that Professor 
Eisner’s conclusions as to the ‘‘overstate- 
ment” of depreciation allowances are based 
on acceptance of his erroneous idea of 
depreciation. Thus if we are to accept his 
conclusions as to the effect of deprecia- 


accounts prescribed by the Federal Power 
Commission. In a study issued by the Public 
Service Commission of Wisconsin deprecia- 
tion is defined as ‘the consumption of invest- 
ment in property, or the loss in the service 
capacity of property, due to use, wear and 
tear, physical deterioration, the current ac- 
tion of the elements, obsolescence, inade- 
quacy, or the demands of public authority.’ 
According to Montgomery (Auditing Theory 
and Practice) depreciation is ‘an allocation 
of the entire cost of depreciable assets to the 
operating expenses of a series of fiscal pe- 
ridds.. Mason (‘‘Principles of Public Utility 
Depreciation,” American Accounting Asso- 
ciation) states that ‘depreciation is the ex- 
piration or disappearance of capital invest- 
ment from the time of putting the asset into 
use until the time of its retirement from serv- 
ice.’ J. B. Bailey (Journal of Accountancy, 
Vol. 74) describes depreciation as ‘account- 
ing for consumption or the wasting of in- 
vested capital.’ In all these statements the 
essential conception is that of assigning the 





tion charges on profit measurement we 
must discard our present notions of de- 
preciation as a cost of using the assets now 
in service and substitute for it his theory 
of depreciation as the cost of replacing 
(Continued on next page) 


cost of property to the accounting periods 

included in useful life.” (‘Accountants’ 

Handbook,” W. A. Paton, editor, The Ron- 

ald Press Company, 1943, page 711.) 

That economists agree with this concept of 
depreciation is indicated by the following state- 
ment by Solomon Fabricant: 

“Capital assets consumed in the course of 

current production also should be charged 

at current prices rather than at original cost. 

If they are not, business income is—from 

the economist’s point of view—overstated 

when prices are rising, understated when 
prices are falling.” (Solomon Fabricant, 

“Business Costs and Business Income Under 

Changing Price Levels, The Economist's 

Point of View,” in “Five Monographs on 

Business Income,” published by the Study 

Group on Business Income of the American 

Institute of Accountants, 1950, page 149.) 
Disregarding his claim for current values, it 
is obvious that Mr. Fabricant does not hold a 
replacement idea of depreciation as does Pro- 
fessor. Eisner. 






NO GROWTH—PRICE DECLINE 5 PER YEAR 


BEGINNING IN 16TH YEAR 


Assets 
acquired in 
current Price 
Year year increase 
1 100 
2 105 5 
3 110 10 
4 115 15 
5 120 20 
6 125 25 
7 130 30 
8 135 35 
9 140 40 
10 145 45 
1] 150 50 
12 155 55 
13 160 60 
14 165 65 
15 170 70 
16 165 65 
17 160 60 
18 155 55 
19 150 50 
20 145 45 
21 140 40 
22 135 35 
23 130 30 
24 125 25 
25 120 20 
26 115 15 
27 110 10 
28 105 5 
29 100 


Assets 

acquired in Depreciation 
last 10 1/10 of 
years Replacements original cost 
1,225 150 122.5 
1,275 155 127.5 
1,325 160 132.5 
1,375 165 137.5 
1,425 170 142.5 
1,475 165 147.5 
1,515 160 151.5 
1,545 155 154.5 
1,565 150 156.5 
1,575 145 157.5 
1,575 140 157.5 
1,565 135 156.5 
1,545 130 
1,515 125 
1,475 120 
1,425 115 
1,375 110 
1,325 105 
1,275 100 
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FEBRUARY 20 


Extra Weekend Dividend: 


FEBRUARY 
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INSTITUTE 


OF AMERICA 


Sponsored by 
THE NEW ORLEANS CONTROL 


HOTEL ROOSEVELT 


Neu Orleans 


PROGRAM 


TECHNICAL SESSION 


Subject: SomME ECONOMIC CONSEQUENCES OF TAXATION AND Busi- 
NESS SPENDING—Spezker; R. W. Elsasser, Business Counselor, New 
Orleans. 


Subject: INTERNAL CONTROL AND Its IMPORTANCE TO MANAGE- 
MENT—Speaker: Louis A. Wynhoff, Resident Partner, Price Water- 
house & Co., Houston, Texas. 


LUNCHEON 
Tenth Anniversary Celebration 


Subject: How BUSINESSMEN CAN PARTICIPATE EFFECTIVELY IN 
GOVERN MENT—S peaker; Robert W. French, Vice President, Tulane 
University; Executive Director, Public Affairs Research Council of 
Louisiana, Inc.; Associate Member of the New Orleans Control of 
Controllers Institute. 


TECHNICAL SESSION 


Subject: INTERPRETING THE STATEMENTS AND RESULTS OF BUSINESS 
OPERATION AND MANAGEMENT—Speaker: Charles R. Schwartz, 
Control Manager, Polychemical Department, E. I. du Pont de Ne- 
mours Company, Wilmington, Delaware. 


Subject: CURRENT PROGRESS IN ELECTRONIC SYSTEMS OF HANDLING 
ACCOUNTING, CLERICAL AND STATISTICAL DaTa—Speaker: Blair 
Smith, International Business Machines Corporation, New York. 


COCKTAILS * BUFFET DINNER * DANCING 
for members, wives and guests 


TECHNICAL SESSION 


Subject: YoU CAN SAVE MONEY ON TaxEs Now—Speaker: Karlton 
Mosteller, Attorney and Tax Consultant, Oklahoma City, Oklahoma. 


Subject: OWNING VERSUS LEASING—Speaker: Harold F. Sanders, 
Secretary-treasurer, Middle South Utilities, Inc., New York. 


LUNCHEON 
Ladies Invited 
Subject: You CAN LauGH at TaxEs—Speaker: Colonel Jack Major, 
Paducah, Kentucky. 
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assets worn out by past use whose only 
relationship to the current year is that they 
happen to be replaced at this time. This 
we cannot do. 


CONFUSION OF TERMS 

Professor Eisner also has considerable 
difficulty with certain expressions that are 
very common in discussions of deprecia- 
tion charges and their adequacy under 
present inflationary conditions. He con- 
fuses such expressions as ‘‘replacement 
cost’ with “cost of replacement”’ and with 
“replacement requirements.” To him they 
are all synonymous. It is unfortunate that 
he was not more careful in his study of 
these terms as used by others because it 
seems possible he might have avoided his 
erroneous conclusions through a little dis- 
crimination in the use of these expres- 
sions. 

Let us be specific on this score. He 
writes: ‘‘For here is the surprising answer 
to those who would base depreciation al- 
lowances on replacement requirements in 
current dollars, rather than on original 
cost.”” As a matter of fact it is doubtful if 
anyone in this enlightened age does ad- 
vocate basing depreciation allowances on 
replacement requirements whether stated 
in current dollars or in terms of original 
cost. To Professor Eisner ‘replacement 
requirements” describes the cost of replac- 
ing assets formerly acquired and already 
worn out in operations, now in need of re- 
placement. To those who argue for de- 
preciation based on something other than 
original cost, replacement requirements as 
used by Professor Eisner are not pertinent 
to the question. Those who argue for in- 
creased depreciation allowances are inter- 
ested in the cost of replacing the assets 
currently in service, not those already re- 
tired. 

Professor Eisner also assumes that “‘re- 
placement cost,” as it is used in discus- 
sions of depreciation, is synonymous with 
replacement requirements, the cost of re- 
placing worn out assets. Replacement cost, 
as used by those who advocate higher de- 
preciation charges because of the impact 
of inflation, does not mean the cost of re- 
placing assets already worn out and requir- 
ing replacement this period; it means 
rather the ultimate cost of replacing the 
assets currently in use. A careful reading 
of the very selections from Enders M. 
Voorhees’ statement before the Subcom- 
mittee on Profits of the Joint Congres- 
sional Committee on the Economic Re- 
port, which Professor Eisner quotes freely, 
is sufficient to convince anyone familiar 
with the current controversy over depre- 
ciation that Mr. Voorhees is writing not 
about replacements for dead assets but 
about the capital tied up in the assets now 
in use. He states: “What this means to the 
measurement of depreciation is that it is 
thoroughly unrealistic to assume that pres- 
ent-day dollars are the same kind of dol- 
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lars originally expended for existing fa- 
cilities.”” Note he states +‘‘existing facili- 
ties,” not “formerly existing facilities.” 

In like manner the quotation from the 
Machinery and Allied Products Institute's 
Capital Goods Review included in Profes- 
sor Eisner’s article states ‘‘fixed assets con- 
sumed in current production,” not “fixed 
assets to be replaced in the current year” 
as it must to meet Professor Eisner’s no- 
tion of allowable depreciation. Thus it 
seems clear that not only does Professor 
Eisner advocate an inapplicable notion of 
depreciation, he also misunderstands quite 
completely the arguments of those who 
call for depreciation allowances based on 
the replacement cost of the assets now in 
service. 

CONCLUSIONS? 

Where then does this leave us with re- 
spect to Professor Eisner's arguments 
about depreciation allowances? First, in 
all justice it must be granted that had he 
restricted his discussion to the flow of 
funds through a firm, his argument might 
have been valid. In a growing firm, if 
prices cover all costs, including deprecia- 
tion, more funds will be made available 
to replace the expired services of assets 
consumed in operations in a given year 
than are required to replace the assets re- 
tired during the year. Also, in justice, it 
must be admitted that this is not alto- 
gether a new idea and probably is not one 
that management has overlooked. 

Second, it must be concluded that Pro- 
fessor Eisner has not demonstrated that 
conventional depreciation allowances are 
excessive or that profits are thereby mis- 
stated. His failure to recognize deprecia- 
tion as a measure of the expiration of the 
service life of assets now in use rather 
than the cost of replacing those assets used 
in the past, together with his confusion 
of the expression “replacement costs’ of 
assets now in use with the ‘‘cost of replac- 
ing worn out assets when they require re- 
placement’ accounts for the fallacious 
conclusions to which he reasons. It is to be 
hoped that others reading his apparently 
persuasive article will not likewise be mis- 
led. 

Inasmuch as Professor Eisner’s argu- 
ments do not prove his conclusions during 
a period of stable prices, it seems unneces- 
sary to point out that they would be even 
less valid in a period of rising prices. 

It may be worth mentioning in passing 
also that the ‘more rigorous mathemati- 
cal” treatment given this same subject by 
Professor Eisner in the American Eco- 
nomic Review (referred to in a footnote 
to the article) has precisely the same de- 
fect. The mathematical development points 
out admirably that in a growing firm de- 
preciation allowances exceed replacement 
requirements. The fly in the ointment, to 
use his own expression, is that it does not 
and cannot support his erroneous conten- 
tion that this is of consequence in profit 
measurement. 
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the Magic 
XEROGRAPHY 
at Bausch & Lomb Optical Co. 
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ne” XEROGRAPHY 


cuts duplicating cost 


FOR THESE AND 
HUNDREDS OF 
OTHER COMPANIES 


COPIES ANYTHING WRITTEN, TYPED, 


PRINTED OR DRAWN ON TO | jy 3 minutes ! 


PAPER MASTERS FOR DUPLICATING 


Xerography is setting exciting records in hundreds of large and 
small companies in cutting duplicating costs, speeding production, 
eliminating re-typing, proofreading and errors. 

Forms, letters, bulletins, charts, reports, graphs, manuals, engi- 
neering drawings, government regulations or anything written, 
typed, drawn or printed, can be reproduced with photographic 
accuracy in about 3 minutes on to an offset paper master for run off 
of multiple copies on an offset duplicator. Original copy may be 
enlarged, reduced or reproduced same size by xerography in XeroX 
Lith-Master. copying equipment. With xerography, copies can be 
made from one or both sides of original material. 

For use in diazo type machines, translucent intermediates can 
be made from any original subject in the same speedy way. 

There is no limit to the versatility of the dry, electrostatic, direct 
positive xerography process in paperwork duplicating applications, 
whether it's an involved production order writing system, parts or 
directory list, or government directive. 


for ‘‘proof of performance” folders showing how companies of 
all kinds are cutting costs and saving time with xerography. For 
instance: Bausch & Lomb Optical Company saves $12,000 a year 
in its Stenographic Dept. and $6,000 a year in an Engineering 
Dept. Atlantic Refining Company saves $18,000 a year duplicat- 
ing engineering data, office forms, charts, etc. 










Public Accounting and Private Accounting 


Reprinted from an editorial in the No- 
vember 1953 issue of the Journal of Ac- 
countancy. 


CONTROLLER and a practicing certified 
A public accountant have recently made 
statements that raise interesting questions 
about the distinction between public ac- 
counting and so-called private accounting 
work. 

In The Controller for September 1953, 
appears an article entitled ‘Controller- 
ship and Accounting: A Contrast,’ by 
James L. Peirce, vice president and con- 
troller of the A. B. Dick Company and a 
past president of the Chicago Control of 
Controllers Institute of America. 

Mr. Peirce makes the point that the 
objective of the controller is to control— 
to control all the operations of a business. 
He is an essential member of the top man- 
agement team. His technique includes 
planning, reporting, and making decisions 
and taking action. He is, in a sense, the 
eyes and ears of top management, and a 
principal agent in codrdination of all the 
elements of a business. Says Mr. Peirce, 
“Now, these duties are not accounting 
duties. They are controllership duties and 


they contrast sharply with accounting 
duties, even though a thorough training 
in . . . accounting practices is essential to 
discharging them. We have been so con- 
fused in the early development of con- 
trollership by its close afhnity to account- 
ing that we have almost come to think of 
a controller as simply a super-accountant 
with executive status. Nothing could be 
further from the truth, and the sooner we 
recognize it the better off we will all be.” 
Mr. Peirce does not belittle the ac- 
counting function. On the contrary, he 
pays handsome tribute to it. Business 
owes the accounting science, he says, an 
immense debt for many things, among 
them the concept of periodic net income. 
Despite many unresolved questions sur- 
rounding profit determination, he says, 
“We must admit that the profession has 
done very well . . . we find ourselves ac- 
cepting pretty much at face value, the 
certified reports of corporate earnings.” 
Public accountants, he continues, made 
an important discovery many years ago: 
that to dissociate themselves from indi- 
vidual businesses and to establish them- 
seives independently—in much the same 
manner as the lawyers—afforded im- 
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portant advantages. “They could, under 
this arrangement, become immeasurably 
more objective. They could be free to ex- 
press their judgments without fear of un- 
due influence by their employers. They 
could see the problems and internal work- 
ings of many companies in many indus- 
tries, and thereby broaden their experi- 
ence. They could. . . join together in the 
development of accounting principles. . . . 
We find public accountants’ certificates 
becoming the keystone of the arch upon 
which rests the confidence of public and 
press.” 

In the field of tax practice and systems 
installations, also, Mr. Peirce pays tribute 
to the contribution of the professional 
public accountant. In doing so he does not 
depreciate private accounting. His pur- 
pose is only to emphasize distinction be- 
tween the two. 

Quite by coincidence we have received 
from a practicing certified public ac- 
countant, John N. Aitken, of Philadelphia, 
almost simultaneously with the publica- 
tion of Mr. Peirce’s article, some observa- 
tions that are in complete harmony with 
those of Mr. Peirce, though from another 
point of view. 

Mr. Aitken suggests that efforts should 
be made to demonstrate that the profes- 
sion of public accounting is an entity. 
He says, “It has definite objectives; its 
personnel are persons who have profes- 
sional characteristics; it trains its person- 
nel for professional work; it has unparal- 
leled opportunities to grow within itself.” 

Mr. Aitken points out that the job of 
the professional accountant is professional 
and technical, not administrative. He de- 
plores the common misconception that 
employment with a public accounting firm 
is a kind of postgraduate course in prepa- 
ration for a career in business. Equally 
unfortunate, he thinks, is the tendency of 
some businessmen to consider a CPA cer- 
tificate dn essential qualification for an 
important executive position in the finan- 
cial or accounting departments of corpo- 
rate management. In Mr. Aitken’s opinion, 
the best services a treasurer or financial 
executive can give a company are the 
result of finding out how its products are 
made or procured, and a complete know!- 
edge of correlated financial transactions. 
Experience in auditing, for example, is 
not essential for this kind of work. 

Reasoning from these premises, Mr. 
Aitken suggests that the CPA certificate 
should be the hallmark of the professional 
public accountant, and should not be re- 
garded as a universal indicator of compe- 
tence in accounting for all purposes. 

These views are undoubtedly controver- 
sial. Other controllers and certified public 


THE CONTROLLER * JANUARY, 1954 














accountants may have much to say on the 
other side. 

There is undoubtedly a core of common 
knowledge, and many common interests, 
among accountants of all kinds. But as the 
economy has evolved to a degree of com- 
plexity that would have scarcely been 
credible fifty years ago, and as individual 
business units have grown to equally in- 
credible dimensions, there has been an 
inevitable tendency toward separation 
and specialization of the several functions 
of accounting—financial reporting, inde- 
pendent audit and certification of finan- 
cial statements, internal control, cost 
analysis, budgeting, forecasting, internal 
auditing, tax accounting, and providing 
various accounting data for day-to-day 
management decisions. Some of these 
functions naturally gravitate to the ac- 
counting administrator, the corporate ex- 
ecutive who has had basic training in the 
accounting techniques. Other functions 
naturally gravitate toward the indepen- 
dent professional practitioner of account- 
ing. Although they are vocational cousins, 
they develop different attitudes, work 
habits, and modes of thought. The one 
is an executive, the other a professional 
practitioner. That this is so is right and 
proper. 

It may follow, though there will be 
differences of opinion, that different 
personal characteristics and different types 
of education and experience will promise 
greater success in the one field or the 
other. The schools of business admin- 
istration might well consider whether, 
after the basic courses in the elementary 
subject matter of accounting, opportuni- 
ties should be given to advanced students 
to specialize in the subjects of greatest con- 
cern to executive and administrative ac- 
countants, or in the subjects of greatest 
concern to professional public accountants. 

Granted that the broadest possible train- 
ing in all fields is desirable for anyone, it 
is impossible to be all things to all men. 
The objective of modern education and 
on-the-job training should be to put round 
pegs into round holes with the least pos- 
sible waste of time and energy. 


Atoms and Industry 


In an article entitled “Industry Bids for 
Atomic Power,” James W. Irwin, writing 
in the July-August 1953 issue of the Har- 
vard Business Review, discusses the work 
that certain individuals and companies are 
doing to make atomic power plants a re- 
ality within the next few years. Mr. Ir- 
win, a counsellor on Public, Stockholder 
and Employe Relations with headquarters 
in Shaker Heights, Ohio, points out that 
“the time now seems appropriate and the 
climate of public thinking right to entrust 
future atomic power development to the 
type of mind which has always contrib- 
uted more to the public welfare than bu- 
reauctacy ever has or ever can.” 
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Clean-Up Week in the Office Hits ‘‘Pay-Dirt’’ 


“Clean-Up Week’’ at the Mutual Life 
Insurance Company of New York recently 
came to a clattering, trashy halt when more 
than 1,800 employes of the home office 
completed a dusty week of house-cleaning 
in an effort to restore the general aspect of 
glowing, pristine newness that prevailed 
when the company first opened its new 
building in May 1950. 

Prizes were awarded for the most 
unique souvenirs to appear from the clut- 
tered depths of departmental file cabinets, 
desks and dark corners. Until the last lit- 
tered moment, the clanging of bells an- 
nounced the daily approach of MONY 
“junk men” passing from department to 
department collecting various haunting 
mementos for entrance in the contest. Mi- 
lady’s handbag was readily put to shame 
by the strange and ungainly objects which 
appeared. Thanks to the company’s ten- 
year-old correspondence program requiring 
all letters to be answered within three busi- 
ness days, no neglected epistles were dis- 
covered among the ruins. However, such 
surprising items as a series of dry clean- 
ing tickets, vintage of 1917, an ancient 
jar of cider mold, and a mildewed can of 
snuff were displayed with the name and 
department of the startled owners. 


Winners were Evelyn Gent, Roy Acker- 
man and Frank Mustonen whose antique 
coin dispenser, battered whisk broom and 
brow-beaten hat won the hearts of five 
lovely, discriminating judges. A carpet 
sweeper, garbage can, = and various 
cleaning substances were offered the win- 
ning contestants in thanks for tracking 
down such imaginative collector's items. 

Not to forget the original, though per- 
haps veiled, purpose of MONY’s “Clean- 
Up Week,” a large Schraffts’ cake appro- 
priately decorated with an icing of mops 
and brooms, was awarded to the commis- 
sion section of the premium dividend divi- 
sion for its neat and orderly appearance, 
while the central service office’s storeroom 
received a plaque commending its most 
uncharacteristic condition of tidiness. 

Mutual Of New York has now reduced 
everything to its least common denomina- 
tor, a pile of trash. The personnel division 
has alesad received several complaints 


that work has become impossible in the 
unfamiliar surroundings of uncluttered 
desks and files. However, the company 
feels that the shiny results will soon be 
marred by the gradual accumulation of 
original masterpieces for next year’s house- 
cleaning. 
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Personnel Ratios Show Upward Trend 


pene RATIOS representing the 
number of persons employed in person- 
nel work per hundred employes have re- 
bounded from their 1952 lows, according 
to a survey conducted by Dale Yoder and 
Lenore P. N. Wilson of the University of 
Minnesota Industrial Relations Center and 
reported in a recent issue of Personnel, 
published by the American Management 
Association. As of last January, the arith- 
metic average of all ratios covered in the 
study was 0.74 and the median was 0.80. 
Ratios averaged 0.81 in 1948, 0.78 in 
1949, 0.87 in 1950, 0.75 in 1951, and 
0.61 in 1952. 

Average salaries of top staff members in 
personnel and industrial relations in- 
creased during 1952 by about 4 per cent, 





not including bonuses and other supple- 
mentary compensation, the study shows. 
More than 72 per cent of those surveyed 
received salary increases in the year pre- 
ceding January 1953; for those receiving 
them, these raises averaged $884. 

Almost 65 per cent also received sup- 
plementary compensation in addition to 
their salaries, averaging (within the 65 
per cent) $1,881. For all respondents, the 
authors of the Personnel article report, 
the average salary in 1953 was $10,060, 
compared to $8,700 in 1949; $8,188 in 
1950; $8,581 in 1951; and $9,685 in 
1952. 

Conclusions as to current personnel ra- 
tios and salaries were drawn from ques- 
tionnaires returned by 563 top personnel 





PLANNING FOR EASTERN CONTROLLERS CONFERENCE 


Committee chairmen of the 1954 East- 
ern Conference of Controllers Institute of 
America, to be held at the Sheraton-Park 
Hotel in Washington, D. C., March 21-23, 
recently held their first meeting to discuss 
plans for their program of technical ses- 
sions and social events. Shown seated from 
left to right in the picture are: 

Otis H. Ritenour, vice president, Wash- 
ington Gas Light Co. (1947 chairman, ex 
officio); George Schwarz, president of 
Controllers Institute and vice president- 
treasurer, Wyandotte Chemicals Corpora- 
tion, Wyandotte, Michigan; Henry W. 
Herzog, comptroller-treasurer, The George 
Washington University (general chair- 
man); Paul Haase, managing director, 
Controllers Institute; and J. W. Upton, 
division controller, Safeway Stores, Inc. 
(financial chairman). 

Standing left to right are: William R. 


THE CONTROLLER 


Little, controller, The Evening Star News- 
paper Co. (speakers hospitality chatr- 
man ) ; Frank A. Gibbons, Jr., comptroller, 
The Riggs National Bank of Washington, 
D. C. (conference secretary); Jennings 
A. Snider, secretary and treasurer, Julius 
Garfinkel & Company, Inc. (/adies hos- 
pitality chairman ) ; Charles L. Carr, comp- 
troller, Potomac Electric Power Company 
(inter-Control attendance chairman ) ; Har- 
old J. Althouse, treasurer, Peoples Drug 
Stores, Inc. (publicity chairman); James 
W. Shields, treasurer, Judd & Detweiler, 
Inc. (arrangements chairman); Frank B. 
Morgan, comptroller, American Security 
and Trust Co. (reception chairman) ; Car- 
roll C. Pike, comptroller, Washington Gas 
Light Co. (registration chairman); and 
Theodore Herz, manager, Price Water- 
house & Co. ( program chairman). 
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executives in 42 states. The replies repre- 
sent firms and agencies having 13,395 in- 
dustrial relations staff members and 
1,845,015 employes. 

The 1953 survey, the sixth of its kind 
published, for the first time covered bo- 
nuses, insurance, profit sharing, and other 
payments in addition to salaries. The 
supplementary compensation reported 
showed a close relationship to numbers of 
employes ; the average amount for top per- 
sonnel officers of firms with less than 500 
employes was $864; for firms with 3,000 
or more employes, $3,990. 

Supplementary compensation practices 
varied among industries. Representatives 
of government, for example, reported re- 
ceiving no additional compensation. Only 
37.9 per cent in the group classified as 
public utilities other than transportation 
received such payments, averaging $1,037. 
On the other hand, two thirds of those in 
manufacturing reported an average of 
$2,145 in such additions to their regular 
pay. 

The top-level personnel staff members 
surveyed described themselves as holding 
78 different titles. Most common (293) 
was that of personnel manager or director ; 
116 were called industrial relations direc- 
tor or manager; 21 were vice presidents. 
The title of industrial relations director 
seems to be gaining in popularity, the ar- 
ticle says. 

As in past years, the survey shows that 
it pays to be a vice president or an indus- 
trial relations director. Average salary of 
personnel vice presidents was $20,133 in 
1953, compared to $22,467 in 1952; in- 
dustrial relations directors were receiving 
$12,635, compared to $12,238 in 1952; 
and personnel managers were averaging 
$9,009, compared to $7,993 in 1952. In 
part this difference reflects variations in 
the numbers of employes associated with 
these titles. Vice presidents average 4,518 
employes, compared to the general average 
of 3,277. 

Banking, financial, and insurance firms 
reported the highest average ratios of pro- 
fessional, technical, and clerical personnel 
staff members per one hundred employes. 
Government and transportation showed 
low ratios, although, the authors point out, 
the number of respondents in both groups 
is small and the averages may not be rep- 
resentative. 

Previous studies of approximately the 
same sample of industries indicated a 
trend toward lower personnel ratios dur- 
ing the five-year period 1948-52. This de- 
cline, the article says, may be attributable 
to a tendency to transfer responsibility for 
“personnel” functions to line operators. It 
also may be related to the difficulty of ob- 
taining competent staff-level manpower, 
reflecting higher standards of selection 
than were applied formerly. Some evi- 
dence, the authors report, suggests that 
personnel budgets have been slow to catch 
up with higher costs. 





















Controllership Foundation Notes 


The Growth of Private Pension Plans 


The research staff of the Federal Reserve 
Bank of New York has published a con- 
cise, informative article under this title in 
the bank’s Monthly Review for December 
1953. Noting that the first private pension 
program was adopted by the American Ex- 
press Company in 1875, the report cites 
factors contributing to the very rapid ex- 
pansion in such programs after 1935. 


Other topics discussed are: the probable 
effect of private pension programs on other 
savings and spending; investment require- 
ments; rate and amount of growth; and 
prospects for future growth. 

The rate and nature of growth of pri- 
vate pension plans are well pictured in the 
following table, reprinted with permission 
of the New York Federal Reserve Bank: 


ESTIMATED NUMBER OF PRIVATE PENSION PLANS 
AND NUMBER OF PERSONS COVERED* 


Plans Number of persons covered 
(In millions) 
Insured Uninsured 
Year All Insured} Uninsuredt All plans planst planst 















1930 720 a ie ; a ond 
1935 1,090 isa as 2.6 ms “a 
1940 1,965 1,530 435 3.7 0.7 3.0 
1945 7,425 6,700 725 5.6 1.5 4.1 
1950 12,330 11,230 1,100 8.6 2.9 5.7 
1951 14,000 12,260 1,740 9.6 3.3 6.3 
1952 fi 13,500§ = “= 3.58 a 


* Figures include only employes who have met minimum eligibility conditions in those plans 
which have requirements for participation. Insured plans include a small number of public plans 
causing an understatement of the data for uninsured plans which are derived as a residual. 

+ Plans administered by life insurance companies. i 

t Plans administered principally by corporate fiduciaries and investment committees of corpora 


tions. 
§ Preliminary. 


SourCcE: Federal Reserve Bank of New York, Monthly Review, December 1953 


Preliminary Data on Third Quarter 1953 Corporate Earnings 


Always among the earliest, if not the 
first to summarize quarterly earnings of 
U.S. corporations on an adequate base, 
National City Bank of New York recently 
issued its first release on third quarter earn- 
ings of leading U.S. corporations. Net 
income after taxes reported by 540 cor- 
porations shows: 

1. Third quarter 1953 net income of 
$1,463 million, virtually unchanged 
from second quarter 1953, but up 21 
per cent from third quarter 1952. 

2. Nine-months earnings of $4,293 mil- 
lion, an increase of 18 per cent over 
the corresponding period of 1952. 

3. About seven out of ten companies in 
this group showed third-quarter and 
nine-months gains over a year ago. 

i. Among the manufacturing industry 


SourRCE: National City Bank, Letter on Ex 


groups scoring the highest percentage 
gains for nine months of 1953 vs. 1952 
were: 

Iron and Steel—83%. 

Textiles and Apparel—39%. 

Building, Heating, Plumbing Equip- 


ment—29%. 
Electrical Equipment, Radio, T.V 
24%. 


7) 


For nonmanufacturing groups, Trade 
(retail, wholesale) showed the best 
gain over the first nine months of last 
year with 31%. 

6. Nine-month sales reported by 478 
manufacturing corporations were 19 
per cent ahead of the comparable pe- 
riod last year. Net income after taxes 
showed an increase of 18 per cent. Net 
income per dollar of sales, however, re- 
mained unchanged at 5.7 cents. 


nomic Conditions, November 1953 


AUTOMATION—Foundation Digest Published in January 


Giving the gist of John Diebold’s ‘Au- 
tomation,” the digest points out that auto- 
mation’s potentialities for office and plant 
can be realized only by creative but practi- 
cal rethinking of processes, products and 
machines. Initial copies of this digest were 
released to Foundation subscribers and 
members of Controllers Institute early in 
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January. Quantity discounts are available 


on orders of five or more additional 
copies. Companies are taking advantage of 
these discounts to distribute copies of this 
stimulating digest to key executives and 


operating personnel. 


——HERBERT F. KLINGMAN 
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BUSINESS CONSULTANTS 


Their Uses and Limitations 


The third printing of this report is the result 

of renewed interest in the subject and cita 

tion, in several management publicatio ni 

the study as the authoritative source « 

formation about uses and limitations of busi 

ness consultants. Order your copy noa 
$3.00 


CONTROLLERSHIP FOUNDATION 
1 East 42nd St. * New York 17, N. Y. 
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Shortages 


occur in the 


property accounts 


@ A check of the prop- 
efty accounts against the 
property itself frequently 
reveals substantial un- 
recorded deductions. 


Such unexplained short- 
ages may be prevented 
through Continuous 
American Appraisal Ser- 
vice which keeps the | 
property record in line | 
with the property facts. | 
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| 
The AMERICAN | 
APPRAISAL | 


Over Fifty Years of Service 
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Members of the Controllers Institute are identified in the follow- 
ing items by certificate number and year of election in parentheses. 


SPEAKERS .. . 

Hans C. Todt (#3663-1946) comptroller, 
Bristol Laboratories Inc., Syracuse, N. Y., re- 
cently addressed a joint meeting of the Lemoyne 
College Accounting Society and the Syracuse 
chapter of Beta Alpha Psi, national honorary ac- 
counting society. Discussing ‘Careers in Man- 
agement Accounting and Control,” Mr. Todt 
pointed out that accounting was a “means of 
communication, a service function, and a team 
affair.” Mr. Todt also recently addressed the 
members of the Army Controllership Program 
at Syracuse University at the request of Major 
General Reeder, retired. Mr. Todt is currently 
serving as president of the Syracuse Control of 
Controllers Institute. 


Bernard S. Rodey, Jr. (#1611-1939), assistant 
secretary, Consolidated Edison Company of 
New York, Inc., New York, presented an _ad- 
dress entitled ““What's Cooking in Accounting” 
before the 35th Annual Convention of the 
American Gas Association in St. Louis. Mr. 
Rodey discussed development and progress in 
electronic accounting machines, uniform sys- 
tems of accounts, tax problems, accelerated 
amortization, employe training and education, 
depreciation and other subjects. 


F. Ray Friedley (#5190-1951), assistant comp- 
troller, Columbia-Geneva Steel Division, U.S. 
Steel Co., Salt Lake City, Utah, recently gave a 
talk before the Salt Lake City Chapter of NACA 
on the subject of “Control of Clerical Costs,” 
which was accepted for publication in the 
NACA Baulletin. Mr. Friedley is president of the 
Salt Lake City Chapter of NACA 


HONORS TO... 

Frank A. Nemeck (#4015-1947), vice presi- 
dent-secretary and treasurer, Lykes Bros. Steam- 
ship Company, Inc., Financial Division, re- 
cently elected second vice president, Association 
of Water Transportation Accounting Officers. 


G. F. Gephart (#1399-1939), comptroller, 
Standard Oil Company of California, recently 
appointed a member of the Committee on Taxa- 
tion, 1953-1954, of. the Chamber of Commerce 
of the United States. The Committee studies and 
makes recommendations on federal tax propo- 
sals as well as changes in technical provisions of 
the Internal Revenue Code. 


MR. LEWIS 


Serving with Mr. Gephart on this Committee 
are F. L. Patton (#2047-1941), vice president, 
The Cambridge Rubber Company, Cambridge, 
Mass., and William J. Hogan (#2804-1943), vice 
president and treasurer, American Airlines, Inc., 
New York. 

Institute members serving on other Chamber 
committees include: Frank B. Cliffe (#4486- 
1949), vice president and chief financial officer 
H. J. Heinz Co., Pittsburgh, Pa., Department 
of Manufacture and Social Legislation Commit- 
tees; C. A. Packard (#816-1936), vice president 
and comptroller, Worthington Corporation, 
Harrison, N. J., Finance Department Commit- 
tee; L. D. McDonald (#733-1936), executive vice 
president, The Warner and Swasey Company, 
Cleveland, Ohio, Committee on National De- 
fense; R. S. Bass (#3507-1945), treasurer, A. E. 


CHANGING YOUR ADDRESS? 


Notice of change of address for THE CONTROLLER 
should be received in the editorial offices of THE CONTROL- 
LER, One East Forty-second Street, New York 17, N. Y.., 
before the first of the month to affect the following month's 
issue. For instance, if you desire the address changed for 
your March issue, we should be notified of your new ad- 
dress before February 1. Be sure to include your postal zone 
as well as your old and new address. 
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MR. McCONNELL 


Staley Manufacturing Company, Decatur, III., 
Committee on. Government Expenditures. 


Edwin E. McConnell (#817-1936), controller, 
The Norton Company, Worcester, Mass., has 
been re-elected chairman of the Advisory Coun- 
cil on Federal Reports for the year 1954. Mr. 
McConnell has represented Controllers Institute 
of America on the Advisory Council since its 
inception in 1943. The Institute is likewise rep- 
resented on the Council by Lisle W. Adkins 
(#1717-1940), general manager-administration, 
Appliance & Electronics Division, Avco Manu- 
facturing Corporation, Cincinnati, Ohio. Mr. 
McConnell, a past national president of the In- 
stitute, presided at the annual dinner of the 
Council in Washington, D. C., on December 8, 
at which Joseph Dodge, director of the Federal 
Budget Bureau and Dr. Stuart Rice of the Office 
of Statistical Standards of the Federal Budget 
Bureau were speakers. 

Others present at the Advisory Council's an- 
nual dinner included George W. Schwarz 
(#1268-1938), national president of Control- 
lers Institute and vice president-treasurer of 
Wyandotte Chemicals Corporation, Wyandotte, 
Michigan; Rowland R. Hughes (#2684-1943), 
who is serving as Deputy Director of the Fed- 
eral Budget Bureau; Thomas J. Tobin (#827- 
1936), vice president, Controllership Founda- 
tion and vice president for finance and account- 


MR. CALDWEiL 


ing, Erie Railroad Company, Cleveland, Ohio, 
and T. G. Redman (#4269-1948), comptroller, 
Swift & Co., Chicago. Messrs. Tobin and Red- 
man are members at large of the Advisory Coun- 
cil on Federal Reports. Paul Haase, managing 
director, Controllers Institute, was also in at- 
tendance at the dinner. 

Herbert F. Taggart (#4202-1948), an associate 
member of Controllers Institute and dean of the 
School of Business Administration of the 
University of Michigan, served as chairman of 
the program committee for the 28th Annual 
Meeting of the Michigan Accounting Confer- 
ence held at the University of Michigan on 
November 6, 1953. 

George W. Schwarz (#1268-1938), national 
president of Controllers Institute, was among 
those honored at the luncheon session of the 
Conference at which the Honorable John B. 
Martin, Jr., was the speaker and at which Dr. 
Russell A. Stevenson presided. Others honored 
at the luncheon were Charles R. Sligh, Jr., presi- 
dent of NAM, and Arthur B. Foye, president of 
the AIA. 


WRITERS .. . 

“Cost Control for an Underwear Mill” was 
the subject of an article in the Hosiery and 
Underwear Review (November 1953 issue) by 
M. W. Morris (#2619-1943), assistant treasurer, 
E-Z Mills, Inc., Cartersville, Ga. Mr. Morris is 
a past president of the Chattanooga Control of 
Controllers Institute. He presented an analysis 
of material, labor, and overhead expenses in a 
detailed system which can provide management 
with a useful working tool for establishing and 
maintaining a successful operation. 

John V. van Pelt Ill (#4309-1948), controller, 
the Kendall Company, Walpole, Mass., is 
author of an article entitled “Reasons Why the 











MR. PEET 


Accounting Profession Should Encourage a 
Broader Utilization of LIFO”’ in the October 
1953 issue of the Journal of Accountancy. 


Norman A. Jackson (#2023-1941), treasurer 
and director, Chester H. Roth Co., New York, 
is the author of an article entitled “Banks Can 
Save You Headaches” published in Men’s Wear 
covering the relationship between retailers and 
bankers with regard to loans. Mr. Roth was 
formerly chairman of the Male Apparel Ad- 
visory Board of Dun & Bradstreet. 

Dun’s Review in its October issue published 
an article by Pilson W. Kelly (#3824-1947) on 
“The Allowance of Profit in Government Re- 
search and Development Contracts.” 


Daniel J. Hennessy (#50-1932), president, 
Jamaica Water Supply Co., Jamaica, N. Y., is 
one of the contributors to the “Business Man- 
agement Handbook’’ issued by McGraw-Hill 
Book Company. Mr. Hennessy is a past presi- 
dent of Controllers Institute of America as well 
as a past president of its research arm, Con- 
trollership Foundation. 


NEW CONNECTIONS... 

Ronello B. Lewis (#5073-1951) has been 
named vice president and controller of Mathie- 
son Chemical Corporation, Baltimore. He was 
formerly controller of RCA, New York... . 
D. H. Tyson (#736-1936) has been appointed 
assistant treasurer and controller of Botany 
Mills, Inc., Passaic, N. J. He was formerly 
controller of Sylvania Electric Products, Inc., 
New York. . . . C. Eugene Rowe (#3424-1945) 
is controller of the Baldwin Company, Cincin- 
nati. He was formerly treasurer, Burlington 
Mills Corporation, Greensboro, N. C 


James E. Caldwell (#4455-1949) has joined 
American Hard Rubber Company, New York, 
in the newly created position of vice president- 
finance, succeeding Allen H. Ottman (#3336- 
1945), who resigned as vice president and 
comptroller. Mr. Caldwell, a CPA (Ill. and 
N. Y.) had served as assistant comptroller of 
the Goodyear Tire and Rubber Company in 
Akron, Ohio, since 1946. Previously he had 
held the post of assistant comptroller of Good- 
year Aircraft, subsidiary. . . . Frank B. DeMayo 
(#1648-1940) recently joined E. A. Juzwik & 
Co., Chicago, as vice president and general 
manager. He was formerly associated with 
Colonial Acceptance Corporation as its vice 
president in charge of operations. . . . Milton 
E. Stover (#732-1936), formerly associated with 
Clinton Foods, Inc., New York, as vice presi- 
dent and controller, is now with Mack Trucks, 
Inc., as vice president-finance. 


William J. Riley (#2900-1944), formerly treas- 
urer, Gemmer Manufacturing Company, De- 
troit, is now controller of Lyon Incorporated 
of the same city. . . . Frank Forester, Jr. has 
been appointed comptroller of J. P. Morgan & 
Co., New York. . . . William H. Burroughs ap- 
pointed controller of textile division, Textron, 
Inc., Anderson, S. C. . . . J. Plumpton (#5206- 


1951) assumed the position of controller of 
National Steel Car Corporation Ltd., Hamilton, 
Ontario, on November 15. He was formerly 
comptroller, Canadian Cottons Limited, Mon- 
treal. 
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Harvey H. Eich (#4408-1948) became vice 
president and treasurer of the Mastic Asphalt 
Corporation, South Bend, Indiana, on Novem- 
ber 1. He was formerly associated with Manu- 
facturers Trust Company, New York, as assist- 
ant vice president. . Russell Carhart (#2722- 
1943) is now treasurer of the Macmillan Com- 
pany, New York. He was formerly manager of 
the financial department of S. B. Penick & Com- 
pany of the same city. . . . O. Marshall Jones 
(#4947-1950), formerly with J. W. Clise & Co., 
Seattle, Washington, as controller, is now sec- 
retary-manager of Vermiculite-Northwestern, 
Inc., of the same city. 


ADDITIONAL DUTIES FOR... 

Leo E. Stevens (#2483-1943), treasurer of the 
American Hospital Supply Corporation, Evans- 
ton, Ill., now vice president and treasurer. Mr. 
Stevens is a director of his company and a di- 
rector of the Chicago Control of Controllers 
Institute. He was a contributor to the October 
1952 issue of THE CONTROLLER being author 
of the article “Needed! Hospital Controllers.” 

. E. C. Peet (#1018-1937), vice president in 
charge of finance of Shell Oil Company, New 
York, has been appointed head of financial ad- 
ministration and a director of Shell Petroleum 
Company, Ltd., and a director of Anglo-Saxon 
Petroleum Company, Ltd., headquarters of 
which companies are in tendon England. .. . 
Frank B. Powers (#3664-1946), secretary and 
controller of the Burnside Steel Foundry Com- 
pany of Chicago, IIll., was elected both treasurer 
and director of his company. He will hold his 
former offices as well as his new appointments. 


PROMOTIONS .. . 


Walter S. Bencher (#6182-1953) has been ap- 
pointed controller of Combustion Engineering, 
Inc., New York, succeeding George D. Ellis 
(#235- 1933), vice president, who has been 
elected financial vice president. Mr. Bencher 
was formerly assistant controller of the com- 
pany. . . . Thomas D. Walsh (#4425-1948), as- 
sistant treasurer and controller, National Com- 
pany, Inc., Malden and Melrose, Mass., was 
recently appointed vice president and controller. 
He has been with the company since 1946. . 
Ellis B. Gardner, controller s:nce 1950 of Hewitt- 
Robins Incorporated, Stamford, Conn., was re- 
cently elected a vice president of the company. 

. Robert S. Brumagim (#6010-1953), pro- 
moted to controller of Mohawk Carpet Mills, 
Amsterdam, N. Y., was manager of the cost 
and budget departments of the company and 
earlier, controller of Charles Lachman Com- 
pany, Phoenixville, Pa., a subsidiary 


A. M. Ahliskog (#3320-1945), comptroller, 
Fox West Coast Theatres Corporation, Los 
Angeles, is now treasurer and director of the 


company. . . . Merle L. Hartley (#5670-1952), 
vice president and treasurer, Phoenix Title and 
Trust Company, Phoenix, Arizona, is now ex- 
ecutive vice president. Mr. Hartley is a director 
of the Phoenix Control of Controllers Institute. 

. Glenn H. Crawford (#1086-1937), vice 
president and controller, Dunlop Tire and Rub- 
ber Corp., Buffalo, N. Y., was recently elected 
vice president and treasurer. 


Obituary 








DANIEL H. BENDER, Millburn, N. J., died 
on Christmas Day in East Orange General Hos- 
pital after an illness of three weeks. He was 80 
years of age. 

A CPA (N.Y.), his business career included 
affiliation with the U.S. Shipping Board Emer- 
gency Fleet Corporation, Washington, D. C., 
1917-1919, as comptroller; Utilities Power & 
Light Corporation, Chicago, 1927-1934, as vice 
president and treasurer; and Associated Bankers 
Title and Mortgage Guaranty Company, East 
Orange, N. J., 1938-1947, as secretary and 
treasurer. 

Mr. Bender, an early member of Controllers 
Institute (#108-1932), served as a national vice 
president of the Institute, 1932-1935, and as a 
national director, 1932-1936. He was a retired 
member from 1949 until his death. 


CLAYTON A. Hoover, treasurer of E. J. 
Lavino and Co., Philadelphia, Pa., died on No- 
v.mber 29, 1953 at the age of 63. He had been 
associated with his company for 35 years. Mr 
Hoover held membership certificate $2064-1941 
in Controllers Institute. 
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* OPPORTUNITIES« 


EMPLOYMENT * EQUIPMENT * MISCELLANEOUS 


RATES: $5.00 per inch or fraction thereof each 
insertion. 50¢ each additional line. Payable in 
advance. Allow approximately 40 words to the 
1 column-wide inch including 2 words for box 
number. Closing date 10th of preceding month. 


Address box number replies to THE CON- 
TROLLER, One East Forty-second Street, New 
York 17, N. Y. Replies will be forwarded. 





SITUATIONS WANTED 





FINANCIAL AND ADMINISTRATIVE 
EXECUTIVE 


desires position as controller or similar capac- 
ity. Age 37, CPA, ten years of industry ac- 
counting, five years with nationally known 
public accounting firm, two years of firancial 
experience. Specialist in taxes. Good adminis- 
trator. Salary open. Write Box 2086. 


ACCOUNTING EXECUTIVE 
CPA, age 49, fifteen years experience national 
CPA firm and eight years controllership re- 
sponsibilities large multi-plant industrial 
company listed on N. Y. Stock Exchange, 
available due to merger. Box 2087. 


‘Optimism Voiced on Favorable 


} 


Tax Treatment of Foreign Income 


An optimistic forecast that more favor- 
able tax treatment of business income de- 
rived from foreign sources may be forth- 
coming in the next session of Congress was 
recently made by George F. James, chair- 
man of the tax committee of the National 
Foreign Trade Council, Inc., New York, 
and director, Standard-Vacuum Oil Co. 

The NFTC holds that income from a 


business investment should be taxed only 


| in the country in which the investment is 


made. This principle, it feels, would serve 
as an incentive to further investment of 
American capital in enterprises abroad and 
help, through the operations of private en- 
terprise, to achieve foreign economic de- 
velopment aims. 

The NFTC recently presented this view 
to the House Ways and Means Committee 
studying revision of the internal revenue 


laws. The Council at that time noted that 
the principle of taxing the income of an 
American enterprise in a foreign country 
only in that country has been recognized in 
treaties concluded with the United States 
for the express purpose of avoiding 
double taxation. 

However, it was said, even in the case 
of income affected by tax treaty rights, the 
domestic American corporation is required 
to pay to the United States any excess of 
the domestic tax rate over the foreign rate, 
which is often considerable. 

The probable cost to the Government of 
exempting foreign-derived incomes would 
be about $150 million a year on both cor- 
porations and individuals according to 
Mr. James. The tax on corporate income 
from foreign sources represents only a 
fraction of that total, he added. 


CONTROLLERSHIP: TRENDS AND TECHNIQUES... 


a new booklet recently published by Controllers Institute in- 
corporates papers presented by the following speakers at the 
22nd Annual National Meeting held in Boston, September 


27-30, 1953: 


CALIFORNIA PREFERRED 
ANY LOCATION CONSIDERED 


Experienced CPA (Michigan) seeking perma- 
nent position as controller, audit supervisor, 
etc. No travel. Age 32, family, B.S. degree in 
Business Administration. Four years’ experi- 
ence corporation internal auditor, five years 
with national CPA firm, two years medium- 
sized CPA firm supervising senior. Box 2088. 


‘Management Planning and Control’’—Ronello B. Lewis 
"Trends in Internal Auditing’’—C. J. Ghesquiere 


“Internal Control as Desired by Management’ — 
Peter Campbeli 





NOTE Tue CoNnTROLLER reserves the right to ac- 
cept, reject or censor classified copy and takes no re- 
sponsibility for the people contacted through this col- 
umn nor does it guarantee any item bought or sold 


“Internal Auditing and Control’—William R. Phelan 





“Internal Control as Desired by External Auditors” 
Donald J. Bevis 





“Budgets and People’’—Edward W. Buge 


W. T. CHAMBERLAIN INC. 
103 PARK AVENUE 
NEW YORK 17 


“Direct Costing—Pros and Cons” —H. T. McAnly 

“Price-making in a Competitive Free Economy" — 
Philip Donham 

MURRAY HILL 3-2942 ‘a , See - — 7 ; 

v comedians Allocation of Distribution, Selling, etc., Costs in Computing 
Profits’ —G. S. Juliber 


“Analysis and Control of Distribution Costs’’- 





R. F. Elder 
“Approach to Curtailment and Control of Costs’’—L. I. Farrar 


Insurance 
“Standards for Improving Profits” —W. I. McNeill 


Consultants “Effective Standard Costs’’—Joseph Pelej 


“Basis for Transferring Inventory Among Units of the Same 
Company (Cost vs. Sales Prices)’’—L. S. Williams 





Copies are available at $1.00 from Controllers Institute, 
One East Forty-second Street, New York 17, N. Y. Please 


The largest analytical or- ' 
add city sales tax if order is for New York City delivery. 


ganization of its kind which 
does not sell insurance 
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Other things being equal, the best 


accounting report is the one that gets there first. 


This is where IBM Accounting excels— 

cutting hours, days, and even weeks from the time 
needed to report business facts. The various 

IBM machines that accomplish this incorporate many 


of the most advanced electronic techniques. 


Have you considered the very genuine 
advantages of having these machines report 


‘o you—on a regular, daily basis? 





1#h08 WARK 








Accounting 


INTERNATIONAL BUSINESS MACHINES ¢ 590 MADISON AVENUE, NEW YORK 22, N.Y. 





REYNOLDS & REYNOLDS PRECISION MADE 


ACCOUNTING MACHINE FORMS 


ASSURE YOU OF MAXIMUM 


REYNOLDS & REYNOLDS 
Company 


BUSINESS FORMS SINCE 1866 


oS AY. Y ON 


SALES OFFICES IN MOST PRINCIPAL CITIES 


7 





ACCOUNTING MACHINE EFFICIENCY! 


PERFECT REGISTRATION GUARANTEED... Reynolds & Reynolds 
highly skilled specialists assure you of precision made accounting ma- 
chine forms. 
QUALITY FORMS AT LOW COST... mass production and an exclusive 
new process make Reynolds & Reynolds the leader in accounting 
machine forms production. This know how and efficiency, gained 
through years of experience, saves you money. 
PROMPT DELIVERY .. . special high speed presses and systematic 
handling guarantees prompt delivery of custom made forms. A large, 
complete stock of standard forms is always ready for immediate delivery. 
COMPLETE SOURCE OF SUPPLY ... Reynolds & Reynolds can furnish 
binders, indexes, carbon paper, filing trays, stands and your other print- 
ing requirements, 
Reynolds & Reynolds is 
headquarters for all Accounting 


ea Machine Forms! 


The Reynolds & Reynolds Co. 
800 Germantown St. 
Dayton 7, Ohio 


Please send me complete information on Reynolds & Reynolds 
Accounting Machine Forms 


Make of Machine _Model 





Name 





Firm Name 





oO fal t fe) Address 
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